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he broke up our 





, . e a 
.. and weve been way out tn front ever since f 
Time after time a survey by a Diebold Systems Man shows records are playing 
a costly “Ring-Around-A-Rosy” game all through the office. His systems-survey 
streamlines the operation . . . simplifies procedure, eliminates duplication of actions. 


Is your record-handling system as efficient as it could be? 
Find out now. Have a Diebold Systems Man survey it 
at no cost to you. Because Diebold makes all four types 
of record handling equipment, a Diebold recommendation 
is unbiased, fair, best for you. Phone your 
local Diebold Office, or write—Diebold, Inc., 
1591 Fifth Street, $§.W., Canton 2, Ohio. 


Cycle billing — 
so successful in modern depart- 
ment stores—sometimes fits other 


businesses with amazing savings 
in time and better customer 


Diebold relations. Get che sory from 
etcono-nanbuino Systems Gus) ult ie med 
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Sizes 4" up. 


Attractive folders on this 
Regulator will be fur- 
wished free, at your re- 

for distribution. 
Write for catalog and price 
list om Barber 


It’s 
What's 
INSIDE a 


REGULATOR 
That 


Counts! 


A gas pressure regulator, like 
many other precision devices, 
may look just swell on the outside. But since no human 
being has an electronic eye, you can’t see what's inside, and 
that’s the whole answer to performance and dependability. 
Of course, Barber Regulators are styled in keeping with 
the stream-lined appearance of modern appliances. But 
this “under cover” phote of a cut-away Barber Regulator 
shows something of the careful engineering behind the 
design of this product. As for materials, Barber uses 
brass or bronze wherever possible, with very substantial 
bodies, accurately machined working parts, springs of phos- 
phor bronze, and diaphragms of finest sheepskin, properly 
processed for domestic delivery gas pressures (for low- - 
pressure on L-P gas, diaphragms are specially made of 
Vulcan P ). 

Barber Regulators are designed throughout to meet the 
most exacting demands for safety, economy and efficiency. 
You can use and recommend them, with full confidence, 
for appliances you sell or sponsor. 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


BARBER -acssune REGULATORS 


Barber Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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JOHNNY CAPACITOR’S 


GENERATING KILOVARS 
AT THE LOAD FREES CIRCUITS 
FOR PROFITABLE KW 


KILOVAR ECONOMICS 





JOHNNY SAYS: “If your peak load is at 80 per cent power fac- 
tor, you can often increase your system capacity—from generator 
to distribution transformer—almost 20% by installing capaci- 


tors near loads. You can do it in a matier of wee 


‘Oo meet 


today’s pressing needs. You will lower your total investment per 
kilowatt of capacity—to help meet tomorrow’s problems, 


If you are facing a load growth, or need ad- 
ditional capacity, it is timely to review your 
load, present and anticipated, in terms of 
demand for kilowatts, and separately, demand 
for kilovars. 

Valuable additional kilowatt capacity can 
often be gained by supplying your &élovar 
demand at or near loads—freeing your distri- 
bution, transformer, transmission and gener- 
ating facilities for the delivery of more 
payload. 

Capacitors are available on quick delivery. 
Their installed cost is about $10 per kvar. 
Compare this with the time and cost of getting 
additional capacity any other way! j 


A General Electric representative will be 
glad to work with you in determining what 
proportion of your new capacity can be eco- 
nomically provided by capacitors. Apparatus 
Dept., General Electric, Schenectady 5, N. Y¥. 


Here is the dollar and cents side of Capacitors 
When kilovars are supplied by capacitors at 
or near the load, from 2 to 6 per cent of the 
system investment is chargeable to this non- 
revenue-producing load. When kilovars are 
generated at the central stations, and supplied 
over a system designed primarily to deliver 
kilowatts, 20 to 25* per cent of the total 
investment is tied up. 

*For systems operating at about 80 per cent power factor. 


ans 


— 


GENERAL “% ELECTRIC 
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I’ anyone alive today could give a defi- 
nition of the word “progress” which 
would be universally accepted as accu- 
rate and proper, such person might well 
qualify as the wisest individual in the 
world. But because one man’s “prog- 
ress” is another man’s idea of “reaction,” 
there is little likelihood of such an honor 
ever being awarded. We must be re- 
signed to an imperfect world of conflict- 
ing objectives, 


To the technical scientist, progress 
may be reckoned in terms of mechanical 
improvement. To the moral reformer, 
progress would mean restrictions and 
penance. To the Marxian it would mean 
a dead level of individual subjection to 
an economic state. To the disciple of 
Freud, it might mean emotional adjust- 
ment and stabilization. 


AND it is precisely because the desir- 
able end is thus seen through so many 
different eyes, that no system of govern- 
ment or industry can ever take its own 
success for granted —not even our 
American system of free enterprise, 
generally regarded as the most success- 
ful of all, in terms of the most benefit 
for the most people. But protective steps 
can be taken by way of eliminating abso- 
lutely specious objections and criticisms 
to our system through the demonstration 
of their falsity. 


In this issue we are proud to present 
one of the most penetrating analysis of 
one of the most stubborn and insidious 
fallacies that has ever threatened to un- 
dermine the American way of life. This 
is the hackneyed but still effective hoax 
that capitalism exploits the workers out 
of sheer greed, and that the workers in 
their self-defense and self-interest should 
return such sentiments in kind with feel- 
ings of hate, 


HE leading article in this issue by 
EuGENE Lyons, well-known Ameri- 


JULY 1, 1948 





EUGENE LYONS 


can author and editor, shows this to be 
the most bare-faced and cruel device of 
those who would drive a wedge between 
the employer of the American system 
and the employees who benefit from it 
more than any others in the world. “They 
All Hated the Boss” was considered by 
the editors as falling within the field of 
this publication, for the simple reason 
that the public utility industries always 
have been the first and prime targets of 
those who (for reasons of their own 
which have little to do with the welfare of 
workers ) attempt to rally workers around 
the standard of state Socialism. 


IF life in America today, compared 
with life anywhere else in the world to- 
day, suggests real “progress,” then Mr. 
Lyons’ contribution likewise suggests 
a good way of protecting such progress 
through straight thinking about em- 
ployer-employee relations, 


* *x * * 


MONG our contributors to this issue 
we have a lady journalist whose 
name before marriage will surely strike 
a responsive chord in the memories of a 
good many old-timers in the utility busi- 


6 





July 1, 1948 Public Utilities Fortnightly 





IF THERE EVER WAS A JOB 


FOR SPECIALISTS— 7//F 9/77 


Prefabricated Piping from GRINNELL 


assures you QUALITY 


Grinnell interpretive engineering, metallurgical 
research, specialized facilities, skilled personnel and 
rigid inspection, assure delivery of pretested and certi- 
fied piping sub-assemblies which meet all governing 
code requirements. 


Prefabricated Piping from GRINNELL 


Pipe Fabrication Plents: Cronston, R. 1; Warren, Ohio. 


a SS, a 


Heating Alloy Steel Piping a 
Preparatory to Bending=™= 


Many of the alloys developed for high-pressure, 
high-temperature services and for corrosion- 
resistant applications are susceptible to loss of 
their valuable properties within certain tempera- 
ture ranges as a result of excessive changes in 
metallurgical structure, surface oxidation, heat 
shock and cracking. 

Only furnaces equipped to maintain accurately 
the specified temperature of the pipe are capable 
of retaining and safeguarding the metallurgical 
properties which dictate the choice of material. 

Grinnell’s modern pipe fabrication equipment 
includes specially designed gas-fired radiant heat 
furnaces, with such features as strategic location 


of multiple burners providing uniform temper- 
ature distribution and preventing harmful flame 
impingement, close temperature and time con- 
trols, automatic regulation, recording instrumen- 
tation and car loading. 
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8 PAGES WITH THE EDITORS (Continued) 


ness and in regulatory circles as well. 
She is JANE ESHLEMAN CONANT whose 
father, the late John Morton Eshleman, 
was president of the old California Rail- 
road Commission from 1911 to 1915, 
thereafter becoming Lieutenant-Gover- 
nor of the same state. Mrs. Conant, 
now on the staff of a well-known San 
Francisco newspaper, is a graduate of the 
University of California (AB, ’33). She 
has since followed professional journal- 
ism in San Francisco and Oakland. 


HER article in this issue (beginning on 
page 11) deals with the Shasta power 
issue recently brought into prominence 
by the controversy between the Interior 
Department and its critics in Congress, 
as well as in some of the more recent 
political commentary of President Tru- 
man. Taking the reportorial approach, 
Mrs. CoNANT has endeavored to give 
our readers an objective account of 
what the Shasta power tangle is all about, 


a * * * 


NEW contributor in this issue is 


Davip S. STANLEY, whose article 
on air mail costs begins on page 21. A 
graduate of the United States Military 
Academy (’24), Massachusetts Institute 
of Technology (’30), Mr. STANLEY has 
done independent research at Northwest- 
ern University on air transportation 
economics, and for several years was 
with the economic research department 


DAVID S. STANLEY 
JULY 1, 1948 


of United Airlines. Now an independent 
economist and writer, he also served on 
the staff of the defunct Board of In- 
vestigation and Research. 


* ok * * 


Louis DONNELLY, whose article on 
* the “Relation of Security Regula- 
tion to Market Timing” begins on page 
28, is a financial writer on the staff of 
the New York Journal of Commerce. A 
graduate of Middlebury College and 
New York University, Mr. DoNNELLY’s 
experience has been chiefly in the 
journalistic field with such dailies as the 
New York Evening Telegram, New 
York News, and The Wall Street 
Journal. He is a member of the New 
York Society of Security Analysts. 


K * * *x 


MONG the important decisions pre- 

printed from Public Utilities Re- 

ports in the back of this number, may be 
found the following: 


THE Wisconsin Supreme Court up- 
holds a lower court decision in the Two 
Rivers Case, where the commission rate 
order was set aside because the commis- 
sion failed to make specific findings as 
to relevant facts and _ circumstances. 
(See page 97.) 


Tue Oregon commission, in authoriz- 
ing a telephone rate increase, states that 
it has authority to revalue the property of 
a utility from time to time as it sees fit. 
(See page 100.) 


THe United States Circuit Court of 
Appeals holds that agency agreements 
between air carriers and other types of 
carriers are not excluded from the juris- 
diction of the Civil Aeronautics Board 
by a statute authorizing air carriers to 
continue existing ground and terminal 
facilities through noncarrier agencies. 
(See page 120.) 


THE next number of this magazine 
will be out July 15th, 


Ine ExliTre- 
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ent 
on 
In- . 
accounting procedures 
are simple, too... 
on 
= by ... when Remington Rand bookkeeping machines 
of produce your accounting records. Completely elec- 
A EP trified and simple to operate, these famous ma- 
and 4 chines prepare two, three or more related forms 
Y's simultaneously. 
the - ; 
the HBP & Balances are computed and printed automatically... 
lew BS tabulation and computations in both accumulation 
rect ie and balance registers are automatic. And the stand- 
lew ard keyboard has only one set of numeral keys—as- 
sures the extrasimplicity and 
speed of touch-method op- 
yre- — eration. 
Re- accounts receivable... 


See for yourself this stand- 


y be Bobby and Jack spend little time | ard of bookkeeping effi- 


collecting for goods and services. 


It can be as simple for you...cash a . F* ciency. Write to Dept.. PF- 
up- receipts so ye customer ledger £ Re =? & 6, 315 Fourth Ave, New 
account and customer statement mr : re 
so are completed in one rapid op- — York 10, N.Y. Or better, call 
rate eration on the Remington Rand \ your local Remington Rand 
n1S- fi bookkeeping machine! Representative today. 
$ as = ne A — ae P my 
Ces. payrolls... 
Jimmy sets aside enough to cover 
. overhead, splits the remainder 
IT1Z- mt 
that three ways. Paying your employ- 
f ees can be equally simple... pay- 
yo roll journal,employee’s statement 
; fit. of earnings and deductions, pay- 


roll check and employee earnings 
record are produced at one time 
t of —and the Remington Rand “285” 
ents jy mutes and prints net pay auto- accounts payable... 


S of — Tommy hands over a few coins to 
iris- mast complete the purchases for his 
yard ae ae enterprise ...they’re all-on a cash 
s to =< gee cele basis! Your accounts payable 
‘inal ee eee a can be just as efficient. On the 
ries. — oe # Remington Rand “285,” pur- 


chase journal, accounts payable 
ledger and remittance advice are 


; prepared simultaneously! 
zine 
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SINGLE PURPOSE ——s — PAYS OFF IN OHIO 


With the recent news of flood losses in the Columbia and 
other river basins has come some revival of agitation for extend- 
ing wholesale Federal expenditures for multipurpose projects to 
include more flood protection. John P. Callahan, New York 
Times writer, gives us a study of how the citizens of Ohio's Miami 
valley took a different and successful approach to flood protec- 
tion. 


APPEALING TO EMPLOYEES’ SELF-INTEREST 


A specialist in the field of building good employer-employee 
relations, Robert Newcomb has endeavored to analyze various 
media of communication which exist between the employer and 
employees. He explores the possibilities for greater and more 
effective utilization so as to develop new tools for management 
in appealing to the employees’ self-interest. This to the end that 
both sides will work towards a common objective. 


FINANCIAL POLICY FOR OPERATING COMPANIES 


The present-day accent of many operating utility companies 
is on financing. This is easy to understand, in view of the wide- 
spread demand for additional funds to build and expand new 
plant. But it carries with it many intricate problems of financial 
policy—problems which company executives themselves, not 
ordinarily required to pass on financial details, must solve at the 
policy-making level. John F. Childs, utility security analyst, has 
some valuable discussion along this line in his ride) Pair con- 
tribution. 


DEFENSE AGENCIES EYE POWER SUPPLY 


Lacking the terrible ultimate conclusion, Washington observ- 
ers still see certain parallel lines of development in the prepara- 
tion now going on by so-called ''defense agencies" as compared 
with steps taken by similar agencies prior to World War Il. Al- 
though these steps are still in an advisory or blueprint stage, T. 
N. Sandifer, experienced Washington writer, makes a special 
interpretation 3 present defense agency planning with regard to 
the electric power supply and its effect on the industry. 





A ] SO . . . Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington gossip, 
and other features of interest to public utility regulators, companies, 
executives, financial experts, employees, investors, and others. 
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Ce ate 
= SS 


soxes 

_ 

45 gol. table top 24 x 24% 36 = 

Products of Pressed Steel Car Company, Inc. 

= Since 1899 Mekers of Fine Steel Products 
si Domestic Appliance Division 
i. 666 Lake Shore Drive, Chicage Ui, Iilincis 


Presteline 


AUTOMATIC ELECTRIC 


water heaters 


. % Sha a 
Te ot atas a" Sale SV. see “hDerewee* 


Customer satisfaction stays UP 

customer complaints stay DOWN .... 
when Presteline Automatic electric 
water heaters go on your power lines. 


Here’s why: there’s a Presteline design- 
ed and sized to fit practically every 
specific need. From 10 to 15 gallon, 110 
volt models for doctors’ and dentists’ 
offices and trailers—to 100 gallon mod- 


‘els for homes. And all 9 models feature 


Presteline’s famous “Scots Guardsman” 
that keeps cold water at bottom of tank, 
boosts life of heating elements and 
thermostats. Plus corrosion-retarding 
ProtectOrod* .. Chromalox immersion- 
type heating units ... zinc-lined tank ... 
Fiberglas insulation . . . and-high-speed 
recovery. 

Write for detailed specifications. 


HOME APPLIANCES 


*T. M. Reg. U. S. Pat, Off Applied For 
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Eu Clehe 


“There never was in the world two opinions alike.” 


Epwarp MARTIN 
U. S. Senator from Pennsylvania, 


Eucene Ho_tMAN 
President, Standard Oil Company 
of New Jersey. 


CHARLES R, Hoox 
President, ARMCO Steel Corpora- 
tion, 


PAUL GARRETT 
Vice president, General Motors 
Corporation, 


EpitorIAL STATEMENT 
The Wall Street Journal. 


FRANK R, KENT 
Columnist. 


CHARLES SAWYER 
Secretary of Commerce. 


Harry S. TRUMAN 
President of the United States. 


EMANUEL SHINWELL 
War secretary of Great Britain. 
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“One of the most difficult problems facing us is how to 
dramatize economy and make the people understand how 
desirable it is.” 

* 

“A vitally important area of our responsibility is the 
pressing need to establish better communications between 
business and people.” 

* 

“Lack of understanding is dangerous. Understanding 
is the golden key to future national security and greater 
progress—for you, and for me.” 


* 


“No nation on earth has yet succeeded in regimenting 
an economy without eventually regimenting the individual 
whom the economy was supposed to benefit.” 


* 


“Man’s loss of faith in himself, the decline in his in- 
stinct for self-reliance is unquestionably an underlying 
cause of all the world’s great troubles of today.” 


* 


“No such thing as a strike against a public utility should 
be possible. No such thing as a strike against municipal, 
state, or Federal government should be possible.” 


> 


“If this great capitalistic country does not demonstrate 
its ability to survive and demonstrate that it can make 
democracy work, any other efforts would be useless.” 


* 


“We should achieve the wise use of resources through 
the integrated development of our great river basins. 
We can learn much from our Tennessee valley experi- 
ence. We should no longer delay in applying the lessons 
of that vast undertaking to our other great river basins.” 


* 


“We Socialists in this country with the trade unionists 
are pledged to nationalize industry. Methods may vary 
between one industry and another, but we shall never be 
satisfied until we have nationalized all the major indus- 
tries of the country and have introduced the right demo- 
cratic content into nationalized industries.” 


12 
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BOILERS fo Meet YOUR Needs 


PRINGFIELD builds boilers in a wide 
variety of sizes and types to meet mod- 

ern utility plant needs. Springfield in- 
stallations include outstanding high pres- 
sure, high temperature designs in large 
central stations as well as smaller units 
for outlying stations and standby service. 
Springfield service includes the design, 


fabrication, and erection of units complete 
with firing, draft, and control equipment 
—all taken under a “Single Responsi- 
bility” contract. We will be glad to submit 
proposals covering your requirements. 
Write to our main office in Springfield, or 
see your nearest Springfield representa- 
tive. Descriptive literature on request. 


¢ BENT TUBE BOILERS 


For maximum efficiency in minimum space! 
Carefully balanced Springfield designs built to give 
extra values in performance and dependability. 
Water cooled furnace. Gas flow distributed uniformly 
across width of unit. Dry steam. Minimum superheat 
variation over wide load range. Built in any capa- 
city from 10,000 Ibs. up. 


@ STRAIGHT TUBE BOILERS 


A design preferred by many engineers. 
Big overload capacity; quick response to loads. 
High availability; less outoge. Every quality feature 
you want in a boiler. Specially designed for cap- 
acities to 450,000 Ibs. per hour and higher. Spring- 
field patented center water wall construction 
available for large units. 


@ TYPE M STANDARDIZED BOILERS 


Standardized for quicker delivery 
..lower cost. 12 sizes to choose from, ranging 
from 6,000 to 17,000 Ibs. per hour. Built 
like a’’BIG PLANT” boiler—for the smalier 
plants! Water-cooled furnaces — all of 
Springfield's finest quality features. 


SPRINGFIELD 


1960 E. Capitol Ave. 


BOILER 


Springfield, Illinois 


CO. 


Worldwide Sales and Service 
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14 REMARKABLE REMARKS—( Continued) 


Epitor1AL STATEMENT 
Chicago Journal of Commerce. 


Ceci. B, DeEMILLE 
Director, Motion Picture Produ- 
cers & Distributors of America, 

Inc. 


Emit RIevE 
President, Textile Workers Union 


(CIO). 


GLENN GARDINER 
Vice president, Forstmann Woolen 
Company. 


CuHares A, Eaton 
U. S. Representative from New 
Jersey. 


EpiroriAL STATEMENT 
The (New York) Sun. 


Eart O. SHREVE 
President, Chamber of Commerce 
of the United States. 


Rosert E, Witson 
Chairman, Standard Oil Company 
of Indiana. 
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“Better working conditions are sound ethics and sound 
economics, But they should come as a result of manage- 
ment initiative. Legislating virtue is a dangerous busi- 
ness.” 


aa 


“The right to strike has been stretched to mean not 
only the right of workers to quit in concert, but to pre- 
vent their fellow workers, who want to work, from going 
to their jobs, by assault, threats, intimidation, and abuse.” 


* 


“If we are to save Capitalism in America we must 
make sure that the mass of the American people have a 
stake in Capitalism and we can do this only if we achieve 
for them a standard of living higher than they have known 
in the past.” 


* 


“Top management executives should set an example 
in management-labor codperation which will seep down 
through all levels of management, on its side, and labor 
should win the respect, confidence, and codperation of 
management.” 


* 


“Private capital, wisely invested under competent pri- 
vate administration and leadership, will do much to check 
the glacial advance of statism which, no matter what it 
calls itself, functions in its initial stages as a sort of de- 
natured Communism.” 


* 


“This portal-to-portal pay business had better be stopped 
before sailors demand porthole-to-porthole pay, police- 
men patrol-to-patrol pay, veterinarians poodle-to-poodle 
pay, geologists pothole-to-pothole pay, galoshes makers 
puddle-to-puddle pay, guides portage-to-portage pay, deco- 
rators portiere-to-portiere pay, and fortune tellers portent- 
to-portent pay.” 

ca 


“The high cost of living is an unwelcome offspring of 
the high cost of government, Government has been eat- 
ing millions of its taxpayers out of house and home... 
literally. It is time for government to undergo some re- 
ducing exercises. A lot of the bulges can be taken out of 
the budget without impairing essential government serv- 
ices . . . or national security.” 


* 


“What kind of a record can the government cite to 
justify it in operating an industry like ours? Certainly 
nothing in the record of Mexico since expropriation, or 
Russia since the revolution, or England since state sociali- ; 
zation of industry would lead any fair-minded person 
to prefer government control or operation to our indus- 
try’s record under free enterprise.” 
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NEWPORT NEWS 
MECHANICAL 
RACK RAKE 


Tr Newport News Mechani- 
cal Rack Rake is a power-operated 
rake for cleaning trash racks at wa- 
ter intakes for hydroelectric plants, 
steam plants, pumping stations, ca- 
nals and similar installations. It 
cleans the rack bars of trash and re- 
duces a former major hand operation 
to one of minor periodic activity. 
With Newport News Mechanical 
Rack Rake installations, one man 

Warer users per shift can, under ordinary condi- 
ee tions, keep the racks clean for a 


new descriptive rack dozen bays. 
rake catalog. 


NEWPORT NEWS SHIPBUILDING AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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C-E steam generating units 


Zola hal itan-s- 
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EWAREN 
ENERATING STATION 


PUBLIC SERVICE ELECTRIC AND GAS COMPANY 


he C-E Unit illustrated here is one of three such units now in course 
f construction at the Sewaren Generating Station of the Public 
ervice Electric and Gas Company at Sewaren, New Jersey. 

Each of these units is designed to produce at maximum continuous 
apacity 850,000 Ib of steam per hr at 1500 psi and 1050 F at the 
irbine throttle. 

The units are of the radiant type with 2-stage superheaters and 
tegral finned-tube economizers in the rear pass. Regenerative air 
eaters follow the economizer surface. The furnaces are fully water 
ooled, using closely spaced plain tubes throughout. They are of the 
lagging bottom c,pe. 

Pulverized coal firing is employed using C-E Vertically-adjustable 
angential Burners located at two furnace levels as illustrated. Pro- 

vision is made for the use of oil as an alternate fuel. 

These will be the first power station units to employ a steam 
emperature above 1000 F. ems 


COMBUSTION ENGINEERING 


200 MADISON AVENUE e NEW YORK 16, N. Y 


C-E PRODUCTS INCLUDE ALL TYPES OF BOILERS, FUR- 
NACES, PULVERIZED FUEL SYSTEMS AND STOKERS; 
ALSO SUPERHEATERS, ECONOMIZERS AND AIR HEATERS 
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It 1s faster to 


Hane A WALL 


than to 


Pte IT UP 


LittLe blocks, say 2°x4"x8",don’t pile up very fast. 

We hang walls up in sizable panels. 

And that is an easy way to understand why 
Robertson's real product is time. 

We make walls that are hung im place. We 
make them complete with insulation when the 
panels are delivered. We engineer them piece by 
piece in advance at the factory. We put expert 
crews on the job to place them. 


We make time, now, when time is the essence. 


What we really make is Time 
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Point is, we integrate the right materials with 


exclusive designs and processes of manufacture, 
round them out with fast engineering for each 
individual job, install them with experienced 
crews, and deliver the thing that is most vital of 
all vital things today: speed. 


We save days and weeks in finishing a build- 
ing for use, because years have been put into the 
development of these unique skills. 


Quick is the word we practice. 


H. H. ROBERTSON COMPANY 


FARMERS BANK BUILDING, PITTSBURGH, PA. 
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GMCs have what it takes to haul big, profit-produc- 
ing pay loads. They’re especially designed for heavy 
hauling with husky, rugged frames and springs... 
heavy, broad-shouldered axles . . . war-proved, truck- 
built gasoline and Diesel engines . . . heavy disc 
clutches ... big air brakes. And all models are offered 
with Syncro-Mesh transmissions . . . an outstanding 
GMC feature that adds to smooth performance, 
vehicle life, driver comfort and efficiency. 


Whatever your heavy hauling problem, in heavy 
utility. materials, your best answer is a heavy duty 
“Better built for bigger pay loads” means GMC. Many models are available for delivery right 
teow du = par aur" Ka: now. Get full facts from your nearest GMC dealer. 
GMC TRUCK & COACH DIVISION, GENERAL MOTORS CORPORATION 
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Imagine doing an analysis job 


with not 6... but 300 hands! 


T’S what happens in our Bill Fre- worth looking into. The charge is but a 
quency Analyzer which is one of the small fraction of a cent per item. 
most remarkable machines you ever saw. Get all the facts 


It is an electro-mechanical device with 300 
registers which automatically classify and Read the FREE booklet, “The One-Step 


accumulate—all in one step! Method of Bill Analysis,” which will give 
you further details. Send for it now! 
150,000 to 200,000 


This mechanical marvel is exclusive with 
us and of especial interest to you for the 
speed and ease with which the machines 
compile bill analyses. 


Operated by our trained personnel, these 
machines can analyze between 150,000 and 
200,000 bills in one day! And no clerical 
work is required in your office. 


The cost for this unusual service is also 


RECORDING AND STATISTICAL CORPORATION 


102 MAIDEN LANE, NEW YORK 5, N. Y. 
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4 American Road Builders Show will be held, Chicago, Iil., July 16-24, 1948. 





1 = 35 198. Society of Civil Engineers will hold annual convention, Seattle, Wash., July 





{ Canadian Gas Association ends annual convention, Jasper, Alberta, Canada, 1948. 





1 American W ater Works Association, Kentucky-Tennessee Section, will hold annual 
, Ch , Tenn., Aug. 23-25, 1948. 











{ National Council of State Boards of septs Examiners will hold annual meeting, 
Salt Lake City, Utah, Aug. 27, 28, 194 





{ American Water Works Association, Minnesota . will hold annual @ 
meeting, Winnipeg, Manitoba, Canada, Sept. 1, 2, 1948. 








1 = i Gas Association will hold one-day convention, Spring Lake, N. J., Sept. 
, 1948. 





q Instrument Society of America will hold instrument conference and exhibit, Phila- 
delphia, Pa., Sept. 13-17, 1948. 





q Inter-American Association of Broadcasters Congress ends meeting, Buenos Aires, 
Argentina, 1948. 





q gl Coast Gas Association will hold annual convention, Santa Cruz, Cal., Sept. 14-16, 
1948. 





{ Rocky Mountain Telephone Association will hold annual convention, Denver, Colo., 
Sept. 16, 17, 1948. 








{ Michigan Gas Association and Michigan Electric Light Association begin annual 
conference, Mackinac Island, Mich., 1948. 











{ American Water Works Association, Michigan Section, will hold annual meet- re) 
ing, Flint, Mich., Sept. 22-24, 1948. 

















{ Michigan Independent Telephone Association will hold annual convention, Lansing, 
Mich., Sept. 23, 24, 1948. 
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“Knight of the Round Turbine- 


-tive equipment worn during welding operation 








Public 
Utilities 


FORTNIGHTLY 


Vot. XLII, No. 1 


They All Hated the Boss! 


State Socialism, which almost invariably begins its infiltration into free 
enterprise countries through the nationalization of public utilities and 
other vital public service industries, has generally disclosed one charac- 
teristic pattern; that is, to drive a wedge of misunderstanding, suspicion, 
and distrust between employer and employees. After the employees have 
been persuaded to “hate the boss,” Socialism is then presented as a system 
that will benefit the working classes and give them new freedom. The 
noted and distinguished author of this article shows how this technique 
of socialistic progress has become probably the most brutal and bare- 
faced hoax of modern world history. His account of what has happened 
to workers abroad who have fallen for this familiar “hate the boss” line 
of argument is commended to the attention of employers, employees, 
and anybody else who thinks of Socialism in terms of freedom and 
benefits for the workers. 


By EUGENE LYONS* 


York Daily W orker, official organ 


I AM a faithful reader of the New 
of the American Communist 


party and therefore Moscow’s mouth- 
piece in the United States. Besides 
keeping me informed on the current 





*Author, editor, foreign correspondent, and 
radio commentator; has written and lectured 
extensively on foreign affairs in the last twenty 
years. His assignments have taken him to all 
parts of the world, but he is regarded, in 
particular, as an authority on the Soviet Union, 
where he was stationed for six years as cor- 
respondent for the United Press. He was the 
first foreign reporter to interview Joseph 
Stalin after his rise to supreme power. For 
five years, from 1939 to 1944, Mr. Lyons was 
the editor of the American Mercury. In that 
capacity, and as a contributor to nearly all na- 


tional magazines, he has been active in expos- 
ing and fighting the inroads of Communism at 
home and abroad. At present he is on the edi- 
torial staff of The Reader's Digest. Mr. Lyons’ 
best known book is “Assignment in Utopia,” 
a highly personal account of his years in Rus- 
sia. He is also the author of “Stalin, Czar of 
All the Russias,” a biography of the Kremlin 
boss; “The Red Decade,” which is the story 
of Communist infiltration of American life; 
and other books. His latest book, “Our Un- 
known Ex-President: a portrait of Herbert 
Hoover,” was released last month. 
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party line in action, this habit nets me 
a lot of chuckles, which are not to be 
despised in these grim unsmiling times. 
On occasion, however, the chuckle has 
in it more pain than laughter. 

Let me explain by example: On the 
morning of April 15th last I plunged 
with relish into a column boldly titled, 
“Is Communism Totalitarianism?” 
The very question, Comrade Milton 
Howard demonstrated, was prepos- 
terous, considering that Communist 
Russia is a paradise where happy 
workers and peasants frolic in free- 
dom. His home-brewed facts and up- 
side-down logic had me in stitches— 
until I reached the following passage: 

“Under Socialism, the formerly ex- 
ploited and oppressed majority be- 
comes the new ruler by becoming the 
new owner of the industries. The na- 
tion ts genuinely free because the nation 
now owns the industries which were 
formerly privately owned.” 


BB 2ec laughter dried up in me, be- 
cause these words reminded me of 
men and women whom I had known 
during my six years’ residence in the 
socialist paradise. Not the nameless 
millions of statistics, but flesh-and- 
blood people whom I had learned to 
understand and cherish. Peter, Boris, 
Nadya, a hundred others — I cannot 
think of their drab, half-starved, over- 
worked, fear-ridden lives without be- 
ing depressed. 

All of them, according to Comrade 
Howard’s neat formula, were the 
“owners” of the Soviet industries in 
which they labored. Yet all of them 
passed their days and their years in a 
panic of anxiety. Their portion of the 
collective “ownership” was an ever- 
lasting dread of punishment and ar- 
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rest ; the dread of offending all-power- 
ful superiors in their plants and offices 
or, worse, of offending the merciless 
police-state by some word or act. 

They were chained to their jobs like 
galley slaves of old to their oars. Any 
day they might be shipped like so many 
draught animals to a distant and for- 
saken region where their labor might 
be needed. They were chained also to 
the place in which they lived; it is not 
generally known abroad that in Soviet 
Russia no citizen can leave his area 
of residence for more than seventy-two 
hours without an official permit. In 
farm and industrial jobs alike, Soviet 
workers are tied to the soil or the ma- 
chine in the way that feudal serfs were 
tied to the land. 


7 even more terrifying was the 
prospect of punitive expulsion 
from their jobs. Where there is only 
one employer—the state—to be dis- 
missed for infraction of the myriad 
rules amounts almost to a death 
sentence. Your “living space,” your 
ration card, the right of your children 
to go to school, everything is tied into 
the place of employment. In losing your 
job, you lose all the rest. Since in 
theory there is neither unemployment 
nor destitution, there are no private or 
public charities, no state or trade- 
union relief, to which you can turn in 
your despair, 

My friend Peter was a skilled work- 
er in a metallurgical plant outside 
Moscow. Though his two grown chil- 
dren and his wife also worked, the four 
together earned barely enough to feed 
themselves, without margin for decent 
clothes, let alone luxuries. They lived, 
along with several younger children, in 
one medium-sized room. 





THEY ALL HATED THE BOSS! 


But material hardships were the 
lesser half of Peter’s ordeal. The 
worst of his lot was the eternal sense 
of insecurity. Lateness to work with- 
out an excuse acceptable to his su- 
periors opened him, under the law, to 
prison or concentration camp, Though 
he guarded his tongue, he lived in con- 
stant fear of denunciation; his plant, 
like every Soviet enterprise, had a unit 
of the Secret Police right on the 


premises. 
Gx. fact that his father, before the 
Revolution, had been a “capital- 
ist’—a small shopkeeper—made him 
forever suspect and vulnerable to 
malice. He could never be sure, when 
he went to bed, that he would not be 
dragged off to the slave pens during 
the night, like so many of his neighbors 
and bench mates. 

Boris was a man of different mettle, 
cultured, sensitive, an able engineer. 
He held an important post in an auto- 
motive factory and earned four or five 
times as much as Peter’s entire family. 
In addition he received fat bonuses 
when production went well. The dif- 
ference between the income of the 
privileged minority and the average 
worker is wider in Soviet Russia than 
in any advanced capitalist country. 

But while his economic conditions 
were better than Peter’s, his political 
anxieties were vastly greater. There 


q 


was hardly a month when Boris was 
not put through the wringer of police 
inquisition in the continual hunt for 
sabotage. The breakdown of a ma- 
chine, a decline in output, any of the 
accidents regarded as normal in other 
countries, instantly raised the cry of 
sabotage and had to be appeased by 
human sacrifice. At regular intervals 
the plant went through purges in which 
he saw colieagues as guiltless as him- 
self condemned and exiled. 

Boris had a clear conscience. Yet 
there was a little suitcase under his bed, 
packed with clothes and other things a 
man might need in prison — just in 
case. The precaution is standard with 
men and women in “responsible” 
positions. 


W: came to know Nadya when she 
was assigned as interpreter for 
an American tourist of our acquaint- 
ance. Associating with foreigners, 
even under official instructions, is a 
hazardous business, so that her knowl- 
edge of foreign languages was her 
misfortune. It was scarcely a secret 
that she worked for the GPU, as the 
Secret Police was then called, and re- 
ported on us. But we did not hold it 
against her, knowing that she spied 
under duress, hated her life, and would 
not knowingly get us into trouble, 

I have never known an unhappier 
human being than Nadya. The need 


7 


“THE private bosses are under the constraint of laws, 
trade-unions, the pressures of competition, and the curbs 
of public opinion. They can retain their employees and 


hold down the costs of labor turnover only by providing 
decent working conditions. Either they must bargain col- 
lectively with a labor organization, or head off unionization 
by keeping their workers happy.” 


5 
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to “sell” the Soviet system, which she 
despised, to gullible visitors from the 
free world for which she yearned, was 
at the core of her tragedy. She “dis- 
appeared,” as thousands disappear sud- 
denly, inexplicably, while I was still in 
Moscow. Not even her mother knew 
where she had been taken or why. 

I could go on to describe other 
typical “owners” of socialist industries 
and institutions, but not all the pages 
of this magazine would suffice. Were 
Comrade Howard to explain to them 
that they were “free” —hbecause the na- 
tion, not individuals, held them in 
constant thrall—they would think him 
a lunatic or a practical joker mocking 
their misery. 

In all countries the prisons belong 
to the people as a whole. Each of the 
inmates is a part “owner.” That hardly 
mitigates the sorrow of incarceration, 
the awe of cruel guards and wardens, 
the envy of free people in the outer 
world. Whatever it may be in the blue- 
prints of theory, in real life a socialist 
society offers collectivist ownership on 
precisely those prison terms. 


* *x* * 
6 Give salesmen of class struggle and 
socialist panaceas everywhere 


preach hatred of “the bosses,” meaning 
those who own and administer eco- 
nomic enterprises. When industry is 
collectivized, they promise, there will 
be no more bosses; every man will be 
his own master. Some of them, it 
should be granted in fairness, believe 
this. 

This arrant falsehood is the greatest 
delusion which modern man_ has 
hatched. Under any dispensation there 
must be men who make plans and oth- 
ers who put them into effect. Without 
management there can only be nihilistic 
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chaos. The abolition of “bosses,” 
from foremen to top managers, would 
mean the abolition of organized so- 
ciety. The real question is simply 
which form of economic organization 
guarantees the most rights and oppor- 
tunities to the individual. 

And that is no longer an academic 
question. Great exemplars of the two 
fundamental concepts of economic so- 
ciety are in existence for all to see and 
judge: free economy in the United 
States, the fully socialized economy in 
Soviet Russia. In-between societies, 
such as England’s, must be judged by 
the direction in which they are moving, 
whether toward the American concept 
or toward the Soviet. In the past, 
when philosophers like Herbert Spen- 
cer warned against the slave state im- 
plicit in Socialism, they could deal only 
in abstractions. Today they can point 
to functioning realities like prewar 
Germany and present-day Russia. 


6 in simple truth is that socializa- 
tion merely replaces the private 
boss with a hydra-headed public boss— 
the impersonal and therefore ruthless 
state—bodied forth in an array of ar- 
rogant officials on the job and powerful 
bureaucrats at the planning centers. 
Having lived and worked under both 
types of bosses, I can attest that the 
private variety is a thousand times 
more desirable and more tolerable. The 
private employer at his worst is more 
acceptable to people with normal self- 
respect than the most benevolent state 
employer. 

The private bosses are under the 
constraint of laws, trade-unions, the 
pressures of competition, and the curbs 
of public opinion. They can retain 
their employees and hold down the 
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Private Economy under Competitive Conditions 


se ape economy under competitive conditions provides the tn- 

dividual with some room for bargaining in disposing of his work 

power and skills. State economy is a centralized discipline—like the 

discipline of an army—in which personal decisions and choices and 
preferences are ruled out by definition.” 





costs of labor turnover only by provid- 
ing decent working conditions. Either 
they must bargain collectively with a 
labor organization, or head off union- 
ization by keeping their workers happy. 

No such constraints and compul- 
sions apply to the state employer. It 
has no competitors. If it blacklists an 
employee, he might as well commit 
suicide, for he cannot sell his labor 
elsewhere. And the state has police 
power to enforce its will. Its employees 
are subjects, controlled through 
arbitrary decrees. 


O NLY people in a totalitarian society 
can realize fully the importance 
of the weapon of self-defense in the 
hands of employees in a free economy : 
their right to change employers. It is a 
weapon they surrender forever the 
moment their jobs are collectivized. 
Private economy under competitive 
conditions provides the individual with 
some room for bargaining in disposing 
of his work power and skills. State 
economy is a centralized discipline— 


like the discipline of an army — in 
which personal decisions and choices 
and preferences are ruled out by 
definition. 

The very multiplicity of the capital- 
ist way of life offers the average mor- 
tal a chance to maneuver. Political 
power is held by some groups, eco- 
nomic power by others, so that a sys- 
tem of checks and balances results. At 
the economic end, moreover, the con- 
trols are widely distributed among 
competing industries and competing 
units within each industry ; among pro- 
ducers and distributors and consum- 
ers ; among bankers and manufacturers 
and merchants. 


1 gecenoanigsan puts all those diverse 
powers, political and economic, 
into one set of hands. Such concentra- 
tion of authority is frightening—and 
the results, where it has been tried, are 
frightful. It is the monopoly principle 
carried to the ultimate extreme, in 
which the individual, whether a simple 
worker or a top manager, loses the last 
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remnant of his maneuverability. In the 
final analysis, whether trusts control a 
government or the government con- 
trols the trusts makes no difference at 
all to the victims. 

Only the denizens of a collectivized 
society understand—though too late— 
that freedom to own is indivisible. 
Once people give up the right to own 
tools and their labor power, they in- 
variably and inevitably give up also the 
right to own their thoughts and their 
private lives. 

What they buy at this fearful price, 
again in theory, is “security.” But 
that, too, is a delusion. At best they 
obtain the security of existence in a 
prison or an army barracks; the se- 
curity of a chattel slave. Actually, in 
practice, they do not even receive that 
much. The cost of supporting a huge 
bureaucracy and the drain of the 
wastage and inefficiency inseparable 
from government operation must be 
paid for in wretched living standards 
for the great mass of the population. 


HE most notable feature of life in 
a fully collectivized state, as I 
have observed it on the spot, is the 
pervasive sense of insecurity. People 
never know when another decree will 
pull the props from under them; when 
they or their friends will be whisked 
off unwillingly to some remote region ; 
when the police will swoop down on 
them for some real or imagined viola- 
tion of the growing mountains of rules 
and edicts. Everything they have— 
their homes, their jobs, their rations— 
is on sufferance’ from the state, which 
alone gives and takes away to suit its 
arbitrary plans. 
The very symbol of the collectivized 
nation is its trade-unions. These have 
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only the name in common with labor 
organization under freedom. Whether 
in Nazi Germany yesterday or Com- 
munist Russia today, the so-called 
unions are just another branch of the 
government, another instrument of 
state management. Strikes, or so much 
as the hint of a strike, are tantamount 
to rebellion and punished even unto 
death. The same enthroned bureauc- 
racy which plans and administers in- 
dustry controls the alleged trade- 
unions ; their function is to exact more 
work for less pay and to suppress any 
expression of discontent. 

The American labor movement has 
been fighting the Communist cancer in 
its ranks. It misses a good bet when it 
fails to present to its members a vivid 
picture of what labor organization is 
really like in the homeland of 
Communism. 

an 


_— supposition that a regimented 
economy can somehow be made to 
jibe with free political and spiritual 
institutions does not stand up under 
examination. One of the best of these 
examinations was presented a couple 
of years ago in a little book called “The 
Road to Serfdom,” by Dr. F. A. Hayek. 
He shows that the collectivization of 
economy leads step by inevitable step 
to a slave society. This is so not be- 
cause the socializers are evil men ; most 
of them, on the contrary, are high- 
minded experimenters. It is so because 
planning and administration on the 
gigantic scale involved in Socialism is 
impossible until the democratic inter- 
ferences of elections, public opinion, 
and continuous criticism are removed. 

During his recent visit to the United 
States, I lunched with Dr. Hayek. I 
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asked him an intriguing question: If 
he were writing his book today, after 
the experiment of partial Socialism in 
England where he is living, would 
he have altered it in any vital respect ? 
His response was immediate and 
unambiguous. 

“No, except to emphasize that the 
English experience has confirmed my 
warning,” he said, 

He does not doubt the democratic 
intentions of the British Labor party 
leaders. But he has seen them forced, 
reluctantly but inevitably, to impose 
more and more controls on the freedom 
of the individual. In one of its early 
budget statements, for instance, the 
Labor government stated explicitly 
that there can be no talk of a loss of 
individual freedom as long as people 
have a right to work where they please. 
Since then, this freedom of choice has 


been abrogated—through sheer neces- 
sity—for the majority of English 
workers, for whom Labor conscription 
has become a fact. 


SIGNIFICANT development in Eng- 
land has not received the atten- 

tion it merits. I refer to the ever more 
acute conflict between the socialist 
government and the as-yet free trade- 
unions. This despite the fact that the 
leadership of both is roughly identical. 
In order to carry out its centralized 
plans, the government cannot brook 


q 
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“THE most notable feature of life in a fully collectivized state 
... 48 the pervasive sense of INSECURITY. People never know 
when another decree will pull the props from under them; 


interference by organized labor. 
Wages, hours, conditions no longer 
depend on a bargaining process, since 
they are flesh and bone of the socialist 
blueprint. One thing can be prophesied 
with assurance: that in the measure 
socialization of industry is extended in 
England, the autonomy of the affected 
unions will be curtailed and in the end 
eliminated. 

The tragic dilemma of socialists who 
are at heart democrats was stated 
effectively by an American economist, 
David W. Raudenbush, in his book 
“Democratic Capitalism” : 

“The stubborn fact about planned 
economies which we must face square- 
ly and unflinchingly is that they are 
incompatible with individual human 
freedoms. They can be made to pro- 
vide job security, vacations, retirement 
security, and health insurance; but 
they admit of no choice as to where 
one will work, at what, or for what 
wage or salary. They imply, more- 
over, a totalitarian form of govern- 
ment because, unless the planners of 
the economy are identical with the 
planners and executives of state policy, 
there will be political interference 
which is equally fatal. The master eco- 
nomic plan is the state policy, or the 
core of it; and for that reason cannot 
be permitted to fail... . There is thus 
no escape from the conclusion that a 
planned economy connotes, of neces- 


when they or their friends will be whisked off unwillingly to 
some remote region; when the police will swoop down on 
them for some real or imagined violation of the growing 


mountains of rules and edicts.” 
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sity, complete regimentation backed up 
by the coercive instruments of the 
state.” 

i 


| grees like my friends Peter and 
Boris and Nadya in Soviet Russia 
probably “hated the boss” under the 
capitalist system of free economy. 
They were encouraged in this by lead- 
ers who honestly accepted Marx’s dic- 
tum of class struggle as a law of 
nature. 

But even hating the boss is a demo- 
cratic privilege that they can no longer 
enjoy, at least vocally. Classes remain. 
The interval between the mighty few 
and the lowly many is, if anything, 
wider than ever in the past. The upper- 
most crust of Soviet society—the top 
Communists, administrators, police of- 
ficials—comprise the most powerful 
and most arrogant ruling class in mod- 


ern history. The theoretical new 
“owners” are the most boss-ridden 
people on record. But the class strug- 
gle, the right to hate and abuse the 
bosses, is outlawed; infractions bring 
the full weight of a ruthless state on 
one’s hapless head. 

There is no perfect way of life. Per- 
fection is an absolute that has nothing 
in common with man’s travail on earth. 
In real life values are relative. In 
choosing between existence of the col- 
lectivized, totalitarian pattern and that 
of free economy, only the muddled and 
the deluded can hesitate. And let us 
remember this: Once a nation makes 
the wrong choice, there is no undoing 
the awesome blunder. The omnipotent 
state, whatever it pretends to do, is 
dedicated first of all to the perpetua- 
tion of its omnipotence, at any price in 
misery and bloodletting for the 
masses. 





Solving the Problem of Economic Conflicts 


¢ J our concentration on the effects of foreign ideologies and 
experiments it would be disastrous to overlook the need 
for knowledge by the American businessman of what these fac- 
tors are that have made America the foremost nation of the 
world, at the same time granting to its citizenry the maximum of 
the blessings of liberty. I have found such knowledge sadlylack- 
ing generally and, unless a proper educational program is 
stressed and our destiny clarified, I am afraid that our efforts 
will be entirely one-sided and the ultimate test as to the success 
of our political and economic system may be placed in jeopardy. 
“The high cost of living, inflation, speculation, public health, 
and housing are not problems for the sole concern of the con- 
sumer and the government. They materially affect business 
prosperity, stability, and progress, and, since business provides 
the wherewithal, it must assume enlightened initiative in the 
diposition of these problems. In the last analysis, the economic 
conflicts that exist in the systems at work in the world today 
will eventually get down to what provides for the most people 
with a minimum of political restraint.” 
—IrvinGc SCHACHTEL, 
President, Sonotone Corporation. 
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The Shasta 








Power Controversy 


The acute shortage of electric energy caused by the recent 

drought in California and the dispute over the distribution of 

Shasta power brought into clear view of the people of that state, 

says the author, the nationally significant point—a step by the 

Federal government to enter into competition with an existing 
private utility already serving a given market. 


By JANE ESHLEMAN CONANT* 


ARDLY a drop of rain or a flake 
H of snow fell in California last 
December, January, and Feb- 
ruary—the months during which 
downpours and blizzards ordinarily 
store the Golden state’s vital summer 
water supply in the reservoirs and in 
mountain snow packs. 

The green range lands dried; farm 
fields baked in the sun; water levels fell 
inexorably behind the dams; and the 
pine needles crackled underfoot on the 
Sierra slopes where the deep snow 
blanket should have lain. Cattle were 
brought down from the brown hills 
into pens; ranchers bought ton after 
ton of costly feed; thousands of 
animals were moved out of the state. 

Farmers put their pumps to work 
night and day to provide for necessary 
irrigation. 





*For personal note, see “Pages with the 
Editors.” 


But of all the effects of the drought, 
perhaps the most significant was the 
shortage of electric power. 

California’s electric energy comes 
largely from hydro generators. The 
lack of waters in the streams and reser- 
voirs and—worse—the absence of the 
snow pack and its summer power po- 
tential, added up to a crisis of serious 
proportions. 

The California Public Utilities 
Commission, California’s regulatory 
body for public utilities, ordered a cut 
of 20 per cent in all power use. Farm- 
ers, industry, business, and household- 
ers alike shared in the drastic conserva- 
tion program. 

Electric signs and shop window dis- 
play lights were turned out. Many 
factories closed one day a week and 
hundreds of men were laid off ; others 
cut production across the board each 
day; every schoolchild knew he must 
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turn out electric lights when they were 
not in use. For the first time in peace- 
time history, the state adopted Day- 
light Saving Time. 


bas the great western empire, it was 
a near disaster, aggravated by the 
demands of a population swollen by 
more than 3,000,000 persons as a re- 
sult of the tremendous wartime and 
postwar westward migrations — the 
greatest mass movement in history. 

And—against this somber back- 
ground — Californians saw a new 
round in the controversy over disposal 
of energy from the U. S. Bureau of 
Reclamation’s Shasta dam. 

The main figures were the Bureau 
and the Pacific Gas and Electric Com- 
pany, supplier of electrical energy to 
consumers in 46 of California’s 58 
counties. 

It was one of the more active clashes 
in a long series between the two. More- 
over, it gave many Californians their 
first sharply focused look at the con- 
troversy and its deeply important 
fundamental issues. The drought and 
the Shasta differences brought into 
clear view the nationally significant 
point of contention—a step by the 
Federal government to enter competi- 
tion with an existing private utility, al- 
ready serving a given market. 

Specifically, the affair developed 
when Interior Secretary J. A. Krug 
sought to prevent PG&E from buying 
the output of a new 75,000-kilowatt 
generator ' at Shasta dam. The Bu- 
reau and the Cabinet officer demanded 
that the company “convey” to govern- 





1 This was the third 75,000-kilowatt Shasta 
unit. Two went into service June 
the fourth is scheduled for after July 1, 1948: 
there has no announcement when the fifth 
and final unit will go on the line. 
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ment customers the energy supplied by 
the generator, on what Krug described 
as an “exchange basis without a mid- 
dleman’s profit.” 

It was placed squarely before the 
public when Krug, failing in a direct 
approach to the company, personally 
served the demand on California Gov- 
ernor Earl Warren, who, in turn, di- 
rected the CPUC to conduct a formal 
hearing and seek a settlement. 


HE PG&E, which has the only 

transmission lines to deliver 
Shasta power to the retail market, 
contended that it should buy the new 
energy and distribute it through its 
own system, exactly as it had done with 
the 170,000- to 180,000-kilowatt out- 
put of the two original Shasta gen- 
erators since 1944. 

The Bureau asserted that sale of the 
new power to the company would not 
be legal. The company pointed to its 
previous contract—plus an amendment 
dated only two months before the 
drought reached its crisis — as proof 
that it was. 

The Bureau implied that the com- 
pany, in the face of the drought and the 
grave power emergency, was ready to 
deprive California of the new Shasta 
energy if it could not have its way. And 
PG&E held the view that the govern- 
ment agency was itself making use of 
the crisis as a lever with which to pry 
its way into retail power distribution 
and, probably, ultimate public owner- 
ship. 

At the time of the CPUC hearing 
which brought most of the background 
story to light—on March 12th—Bu- 
reau spokesmen conceded that Shasta 
dam then held some 500,000 acre-feet 
more water than it had at the same time 














1 by 
ibed 


nid- 


rect 
ally 
(OV- 

di- 
mal 


nly 
ver 
cet, 


its 
ith 
ut- 
en- 


10t 
its 
nt 
he 
of 


n - 
he 
to 
ta 
id 


of 


n 
r- 








THE SHASTA POWER CONTROVERSY 


the previous year. They declared, how- 
ever, that irrigation commitments pre- 
cluded the release of any water for the 
third generating unit until April 15th. 
The unit itself was ready to work; it 
was the water commitments, the Bu- 
reau said, that prevented operation 
during the height of the crisis. 


HEN the belated rains came—tor- 

rential storms which set April 
records in many parts of California. 
The water level behind the dam went 
swirling up higher and higher, and 
workmen started building flashboards 
across the great spillway. Even then 
the generator did not operate. 

But the CPUC did not accede to 
the Bureau’s demand that PG&E be 
ordered to exchange power, and finally 
the Federal agency agreed to a day-by- 
day arrangement under which the com- 
pany bought the new Shasta energy 
and distributed it to the public as it had 
done before. 

The new generator went on the line 
at 12:01 am on April 15th — at full 
capacity plus an overload of 2,000 kilo- 
watts. A paradoxical sort of epilogue 
opened at 10 am on the next day, 
when the Bureau began to spill 8,000 
second feet of water through gates in 
the face of the dam. The spill was 
subsequently increased to as much as 
30,000 second feet, and it was esti- 
mated that within a week, water repre- 
senting 38,000,000 kilowatt hours of 


energy had been let out of the reservoir 
—equal to the entire energy saving 
brought about by the curtailment pro- 
gram during February. 


HESE events ended the round, 
which was generally regarded as 
having been won by PG&E. 

But the issue was not resolved ; only 
a few weeks later the U. S. Department 
of Justice, on behalf of the Bureau and 
the Army, Navy, and Air Force, filed 
a formal complaint with the CPUC, 
again asking that PG&E be required 
to “convey” power. 

PG&E counsel Robert Gerdes called 
the move a “new effort to establish the 
destructive tax-free power system in 
California.” This new round is yet to 
be fought out. It must be determined 
first whether the commission, as Cali- 
fornia’s utility regulating agency, has 
the authority to order the company to 
make such an arrangement. Then the 
commission must decide whether to ac- 
cede to the government demand or turn 
it down. The new encounter will be 
closely watched, not only by the Cali- 
fornia public but also by all those who 
have an interest in determination of 
the basic issue—public ownership 
versus private enterprise. 

The recent history of the Shasta 
controversy can be traced from Jan- 
uary 1, 1941, soon after the Bureau 
started construction work on the huge 
northern California installation. On 


2 


generators. The lack of waters in the streams and reservoirs 


q “CALIFORNIA’S electric energy comes largely from hydro 


and—worse—the absence of the snow pack and its summer 
power potential, added up to a crisis of serious proportions. 


The California Public Utilities Commission . . . 


ordered 


acut of 20 per cent inall power use.” 
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that date, PG&E made an offer to the 
Bureau to codrdinate its operations 
with those of the Central Valley proj- 
ect, of which Shasta and Keswick * 
power plants are a part, and to market 
project power. 


Ing position of PG&E based on 
the legislation which created 
CVP, was that the project’s primary 
functions were flood control, naviga- 
tion, irrigation, and salinity control, 
with the production of power as a by- 
product designed to help pay for con- 
struction. The Bureau, however, de- 
sired to market the energy itself. It 
demanded then—and in the years that 
followed—that PG&E “convey” CVP 
power over the company’s lines to 
various public agencies, customers of 
the Bureau. 

Since PG&E had the only transmis- 
sion lines capable of carrying the 
Shasta power to the people — Con- 
gress has consistently denied appro- 
priations with which the Bureau hoped 
to set up parallel lines — the “con- 
veyance” plan was the only means by 
which the Bureau could distribute 
energy. Congress saw it PG&E’s way, 
and in 1942 the Senate Appropriations 
Committee recommended that the Bu- 
reau and the company enter into a con- 
tract “for the duration of the war and 
a reasonable time thereafter.” 

This was done. On September 23, 
1943, the contract was signed, and 
delivery of power began on June 26th 
of the next year. Provision was made 
for the exchange of power to “pre- 
ferred public agencies.” It was under- 
stood that these “agencies” would 





2 Keswick dam, downstream from Shasta 
and not yet finished, will have three generators 
of 25,000 kilowatts each. 
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include CVP’s Contra Costa canal 
pumps and any war plants which would 
be developed. 


HE then Secretary of the Interior, 
Harold L. Ickes, said when he 
signed the contract that it “guarantees 
to the government a fair and equitable 
price for the power.” The demand 
charge was $1,500,000 a year for the 
two generators’ rated 150,000 kilo- 
watts and 1.5 mills per kilowatt hour. 
By next December 31st, when the 1943 
contract expires, it is estimated that 
PG&E will have paid the Bureau a 
total of $15,675,000 for Shasta energy. 
In addition to the Ickes contract, 
an amendment was signed on Novem- 
ber 30, 1947, just before the drought 
began, under which the company 
agreed to take an overload output of 
the two units, amounting to 20,000 
kilowatts at the dam, at a rate of $170,- 
000 per year. There was a further pro- 
vision for the purchase of 10,000 kilo- 
watts more for peaking purposes and 
in cases of emergency, at $273.23 per 
day. 

Under this arrangement, the Bu- 
reau operated the two Shasta units at 
a peak of 180,000 kilowatts — well 
above their rated capacity—for hours 
at a time, day after day. The power 
was going out to the consumers; the 
general assumption was that the same 
procedure would be followed when the 
third generator went into production; 
apparently all was well. 

But November passed into Decem- 
ber and January and February — and 
there was no rain. Showers, yes, here 
and there—scanty snow now and then 
in the Sierra. But none of the down- 
pours that ordinarily swell the rivers 
and fill the reservoirs after Christmas ; 
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The Hope in the Water Crisis 


“... for the public, the drought became a magnifying glass focused on 
Shasta dam’s huge concrete face. The expected power from the new 
generator loomed large in the public eye, and so did the sparring over 
its disposal. Though the third generator, in fact, could add only 3.75 
per cent of the demand on PG&E’s system, it became a symbol of hope 


in the water crisis... 


a) 





and too few of the fat wet flakes of 
cold weather snow that normally built 
up the banks to 7-, 8-, and 10-foot 
depths in the mountains. 


ek. farmers were using some 225,- 
000 kilowatts above normal for 
irrigation pumping. The fast-growing 
state was demanding more and more 
power for new business, industries, 
and homes. Wartime restrictions and 


postwar strikes had seriously hampered, 


the company’s plans to add nearly 2,- 
000,000 horsepower of generating 
capacity by the end of 1951. 

So, on February 3rd, PG&E told 
Californians that it had lost its battle 
with the weather gods, and asked for 
voluntary curtailment. 

The next day—and this may have 
been coincidence—the Bureau’s power 


operator notified the company’s operat- 
ing department that the November of- 
fer of the 10,000-kilowatt emergency 
load was retracted. The peak output 
would not go over 170,000 kilowatts. 

Now, for the public, the drought be- 
came a magnifying glass focused on 
Shasta dam’s huge concrete face, The 
expected power from the new gen- 
erator loomed large in the public eye, 
and so did the sparring over its dis- 
posal. Though the third generator, in 
fact, could add only 3.75 per cent of 
the demand on PG&E’s system, it be- 
came a symbol of hope in the water 
crisis, and the public turned in increas- 
ing numbers to watch what happened 
next. 


dent James B. Black renewed the 
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company’s offer to buy the new power, 
and again on February 20th sought by 
letter to reach agreement. The aim was 
not attained; the Bureau insisted the 
power must be “conveyed” to govern- 
ment customers, rather than sold to 
PG&E. The entire matter was then 
shunted up to the higher levels, and 
became the direct concern of Secretary 
Krug, Governor Warren, and the 
CPUC. 

Krug telegraphed the governor on 
March Sth and March 6th, asking that 
he designate some public agency to 
distribute the power “without any 
middleman’s profit.” 

The governor replied that he could 
not understand the purport of the re- 
quest, since PG&E was the only agency 
with the necessary facilities to transmit 
Shasta energy to the consumers. He 
placed the question officially before the 
CPUC with directions that it seek im- 
mediate settlement. On March 12th, 
the commission conducted a full and 
formal hearing in San Francisco—a 
session which the newspapers almost 
unanimously described as a “verbal 
slugfest between the Bureau and the 
PG&E.” 

The slugging—if such it were— 
started with the first rap of Commis- 
sioner Harold P. Huls’ gavel, and con- 
tinued for several hours, with time out 
for lunch. 


geen Director Boke started off 
the sparring, saying: 

“We regard this hearing as a public 
forum for setting forth the reasons 
why PG&E cannot and must not be 
permitted to impose its will even with 
respect to the immediate situation.” 

He quoted PG&E President Black 
as having told the House Appropria- 


JULY 1, 1948 


tions Committee on February 18, 
1946, that there was no power shortage 
in California then, “has been none and 
will be none in the future.” He de- 
clared that the Bureau repeatedly had 
warned a shortage might come to the 
state, and that PG&E consistently had 
maintained there would be none. 

“(The company) .. . apparently 
finds it unthinkable that it should do 
anything else but utilize the suffering 
of California, for which it cannot es- 
cape some measure of responsibility, 
for the purpose of continuing to with- 
hold from this area the benefits of 
CVP power to which California is en- 
titled by its own hard-won fight and by 
numerous legislative acts of Congress,”’ 
he continued. 


_— was followed on the witness 
stand by Ben W, Creim, regional 
power manager for the Bureau, who 
told the commission that the company 
had failed for more than two weeks to 
utilize 10,000 kilowatts of peaking 
capacity available to it under the No- 
vember contract amendment. 

(This was the 10,000-kilowatt load 
which the Bureau told the company on 
February 4th it could no longer deliver. 
This was brought out later in the ses- 
sion, and Creim’s statement was taken 
to mean his superiors had not informed 
him of the February 4th action.) 

Creim went on to cite laws giving 
preference to municipalities, other 
public corporations, and cooperatives, 
adding : 

“PG&E wants us to take a dim view 
of this law, and asks us to pretend it 
doesn’t exist.” 

He recited the history of negotia- 
tions for power exchange agreements, 
declaring that the company had agreed 
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to exchange power for the Contra 
Costa canal pumps, for CVP workers’ 
housing at Tracy pumping plant, and 
for the government camp at Friant 
dam site—but during the same period 
had turned down requests to exchange 
for the city of Roseville, Hunters 
Point Naval Shipyard, Lassen Vol- 
canic National Park, and the Colorado 
River Commission of Nevada. 


i fea exchange agreements which 
were consummated, Creim ex- 
plained, provided that the Bureau’s 
customers received 1 kilowatt from 
the PG&E system for every 13 kilo- 
watts put into the system at Shasta 
substation. 

He declared that the Federal govern- 
ment would make a net gain of $1,- 
000,000 per year if the company would 
“live up to the intent of its contract 
commitments and exchange Shasta 
power” for all public agencies. He 
added : 

“That sum, over the 50-year pay-out 
period, would pay for all the presently 
proposed transmission lines of the 
Central Valley project.”’ 

Creim then formally asked the 
commission to order PG&E to agree 
to the exchange arrangement; 1.e., to 
“convey” Shasta power to any and all 
Bureau customers. 

Robert Gerdes, PG&E’s general 
counsel, next took his turn as a witness. 

He presented the 1943 contract in 


e 


evidence, recited the history of the 
PG&E-Bureau negotiations, and de- 
clared : 

“The company is willing to exchange 
power for all purposes of the Central 
Valley Project and is willing to do 
everything that it can to further the 
development of that project, but it 
draws the line there and is not willing 
to enter into an agreement which would 
in effect set the Bureau up into a posi- 
tion where it will take away the com- 
pany’s customers by offering rates 
which are lower than the company’s by 
approximately the amount of the taxes 
that PG&E pays. 

“The total power consumption last 
year of those customers that the Bu- 
reau would be in a position to take 
away from the company under its 
proposal is approximately 1,667,000,- 
000 kilowatt hours, one-eighth of the 
company’s entire kilowatt-hour sales 
last year. 

“If the company were to lose this 
large amount of business, the burden 
of maintaining the company’s sys- 
tem would be thrown upon the other 
customers of the area, the seven- 
eighths of the company’s business. 

“In effect, therefore, the Bureau is 
demanding as a condition of making 
Shasta power available to the area that 
the company agree to dedicate its sys- 
tem, not only generating and transmis- 
sion facilities, but the company person- 
nel, to the services of the Bureau so 


Shasta power to the retail market, contended that it should 


q “THE PG&E, which has the only transmission lines to deliver 


buy the new energy and distribute tt through its own system, 
exactly as it had done with the 170,000- to 180,000-kilowatt 
output of the two original Shasta generators since 1944.” 
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that the Bureau can take away the 
company’s customers and establish it- 
self in a commercial power business, 
something entirely apart from reclama- 
tion.” 


ERDES explained that the company 

had no quarrel with the principle 
that public agencies should have pref- 
erence in the use of CVP power— 
but quoted former Secretary Ickes 
himself as saying, in a letter to the 
then California Governor Olson, that 
this preference “is given in the right 
to buy and not in price schedules.” 

“Due to the unprecedented drought, 
the public is in desperate need of 
power,” Gerdes summarized, “The 
Bureau has power which it can deliver 
to the area, the company has lines to 
transport the power to points of use 
and is willing to purchase it at a fair 
price. 

“No law prevents the government 
from selling the power to the company. 
Public interest requires that additional 
Shasta power be made available to the 
area as soon as possible.” 

In implied reference to Boke’s criti- 
cism of Black’s “no shortage”’ state- 
ments to Congress two years before, 
Gerdes. listed the natural and man- 
made elements which led to the crisis 
—the huge irrigation pumping de- 
mands and the lack of water, the war- 
time building restrictions, and the 
post-war strikes. 

He listed the company’s current con- 
struction programs, including the 
Kern steam plant* near Bakersfield, 
with a 100,000-horsepower rating; a 
133,000-horsepower plant at Electra, 
and a 21,000-horsepower plant at West 





Kern steam plant went into operation on 
May 5th. 
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Point on the Mokelumne river, and 
300,000 additional horsepower at Sta- 
tion P in San Francisco. (The com- 
pany also has announced that its con- 
struction program includes 6 steam 
units of 150,000 horsepower each. ) 

“The power situation has been fur- 
ther aggravated,” he continued, “by 
the delay experienced by the Bureau in 
installing additional capacity at Shasta 
and Keswick dams, particularly the 
first two additional generators at 
Shasta.”’ 


BK Seen two Shasta generators—the 
third, over which the controversy 
was taking place, and a fourth due 
later—were diverted to Grand Coulee 
dam during the war but were moved to 
Shasta early in 1946 for scheduled op- 
eration in the summer of 1947. 

“However, this schedule was not 
met,” Gerdes declared. “The first of 
these additional generators is only now 
ready for operation and the second is 
expected to be ready in about three 
months. 

“Here may I refer to the fact that 
Mr. Boke was highly critical of the 
company for not building generating 
units earlier than it did. I should call 
attention to the fact that the Bureau 
took well over two years to install 
these two generators.” 

The commission hearing waxed 
warmer when the cross-examination 
began. 

Boke was questioned by Edson Abel, 
representing the California Farm Bu- 
reau Federation: 

Q.—Assuming the transmission . 
lines which the Bureau desires to con- 
struct were actually in existence at the 
present time, would that increase the 
power available to the state to any 
extent? 
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When the Rain Came 


“—_ raimed; the reservoirs filled; the power shortage ended, and all 

restrictions were removed. The Shasta energy flowed down the 

line, and the round was PG&E’s. Now the principals are resting for the 

next round, which—on the basis of the Department of Justice complaint 
—will not be long in coming.” 








A.—Not to any large extent at the 
present time, no. When we have the 
third generator available we feel that 
we would be able to get out more 
power because of the complete setup 
than we shall be in April and May 
under the present circumstances. 

Q.—Do I understand you to say 
that you believe that the Bureau would 
transmit power more efficiently than 
the Pacific Gas and Electric Company ? 

A.—I don’t believe I said anything 
of the sort, Mr. Abel. 

Q.—You said there would be more 
power if the Bureau transmitted this 
than if the Pacific Gas and Electric 
Company transmitted it. Would you 
care to explain that? 

A,.—I said if our transmission lines 
were in existence we would be able 
to transmit our own power down the 
line, which we should, of course, be 
able to do. At the present time we 
have to rely as the rest of you do on 
the PG&E. 


Herman Phleger, attorney for the 


California Manufacturers Associa- 
tion, questioned Boke: 
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Q.—Mr. Boke, do I understand you 
to take the position that the Secretary 
of the Interior has no power to make 
a contract with the PG&E covering 
additional power ? 

A.—We do not take the position that 
he has no power. We take the position 
that it is against public policy and gen- 
erally speaking against the several en- 
actments of Congress referred to this 
morning, some eleven separate enact- 
ments. 

Q.—But if he wished to, then, the 
contract he would make would be per- 
fectly valid and within his authority ? 

A.—It would be within his author- 
ity, yes, sir. 


i Spae hearing closed, and the public 
waited for the answer. It came 
on March 29th, when the CPUC 
called a closed meeting of PG&E and 
Bureau representatives and, when it 
was over, issued a statement saying: 
“At the meeting today in the com- 
mission’s office, the Bureau of Recla- 
mation and the Pacific Gas and Elec- 
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tric Company representatives both 
assured the commission that no power 
available from Shasta plant has been 
or will be wasted in this emergency. 

“Both agreed that when the addi- 
tional power becomes available early 
in April it will be delivered by the Bu- 
reau and accepted by the Pacific Gas 
and Electric Company for distribution 
for the benefit of the public.” 

It was explained that the Bureau had 
agreed to sell PG&E the power on a 
day-to-day basis—on the same terms 
as the previous contract. The Califor- 
nia press generally referred to the an- 
nouncement as “a victory for PG&E.” 

The public settled back, satisfied that 
all the trouble was over—and, besides, 
it had by now begun to rain, So it 
came as something of a surprise when 
the Bureau, seven days later, on April 
5th, issued a statement at Sacramento 
saying: 

“No agreement for distribution of 
the energy from this unit (the third 
generator) has yet been reached, and 
no decision has been forthcoming from 
the public utilities commission. 

“. . . The Bureau of Reclamation 
is not a party to any agreement with 
the Pacific Gas and Electric Company 
regarding the distribution of the new 
Shasta power, despite reports pub- 
lished in the past week of a purported 
compromise.” 


HE day of the new generator’s 
start in service approached, and 
few Californians knew for sure 
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whether the 75,000 kilowatts would 
flow out of Shasta or not. 

Then, on April 14th, twenty-four 
hours before the generator’s opening 
schedule, the Bureau issued another 
statement. It said: 

“The Bureau of Reclamation at 
Sacramento today offered to the Pacific 
Gas and Electric Company, on an emer- 
gency basis, the new Shasta power to 
become available tomorrow, April 
15th, when the third generating unit 
at Shasta power plant goes into pro- 
duction.” 

The action was taken, the Bureau 
said, “in view of the company’s re- 
fusal to exchange service to the gov- 
ernment’s preferential customers, and 
the failure of the California Utilities 
Commission to rule on the contract 
question which has been within its 
jurisdiction.” 

That was that, It rained; the 
reservoirs filled; the power shortage 
ended, and all restrictions were re- 
moved. The Shasta energy flowed 
down the line, and the round was 
PG&E’s. 

Now the principals are resting for 
the next round, which—on the basis 
of the Department of Justice com- 
plaint—will not be long in coming. The 
present basic Shasta contract expires 
December 31st of this year. What will 
happen after that is a matter of con- 
jecture—but it is a foregone conclu- 
sion that the question of the contract’s 
renewal will subject the issue to its 
most critical test. 





€¢€ AMERICAN industry is about to get some $100,000,000 worth of new 


plants and cheap mass- 
gifts to the nation’s economy. 


roduced ox 
ass-produced oxygen will feed steel mills 


en is ready to bring great 


and turn gas to gasoline. os price is $70 @ ton, and may be cut to $3. Auto 


fuel reserve is seen doubled. 


—Excerrt from Petrolewm Newsnotes, 
published by American Petroleum I nstitute. 


JULY 1, 1948 





20 















uld 


ur 


ing 
her 


at 
ific 


er- 


yril 
nit 


au 
re- 


nd 
ies 


its 


he 
ge 
re- 
ed 


as 


or 
sis 
Tl- 
he 
es 
ill 








What Are Air Mail Costs? 


An analysis of direct, allocated, and indeterminate 
expenses, all of which are important elements in the 
establishment of air carrier mail rates. 


By DAVID S. STANLEY* 


MONG the economic problems 
A which have become of interest 
to air transportation is that of 
determining mail costs. More specifi- 
cally these costs are those incurred by 
a commercial air line by reason of its 
rendering mail service to the Post Of- 
fice Department. The cost of that 
service to the department is not here 
considered. 

Air mail costs became significant 
when several air lines were found by 
the Civil Aeronautics Board to have 
become independent of mail pay for 
profitable operation. Prior to October, 
1942, all air mail rates of payment 
were set at a level to compensate an 
air line for the difference between total 
operating costs and nonmail revenue. 
This policy was established in accord- 
ance with the “need” clause, § 406 (b) 
of the Civil Aeronautics Act. The rate 
determined on this basis contains an 
allowance for a reasonable rate of re- 
turn on invested capital. 





*For personal note, see “Pages with the 
Editors.” 


Since the cost to the carrier of mail 
service is not.a factor in determining 
a “need” rate, no attempt was made 
by the Board to segregate this element. 
The prescribed unit of payment is the 
airplane mile, making the weight of 
mail loads more or less immaterial. 

An important change occurred in 
rate-making procedure on October 19, 
1942. On this date the Board pre- 
scribed a new type of mail rate for 
Eastern Air Lines* based upon the 
cost to that carrier of transporting 
mail. This was the first of a succession 
of similar decisions fixing a “service” 
rate for companies no longer in the 
“need” class. Mail cost was allocated 
in accordance with a formula explained 
later. While this cost was not and is 
not now the controlling factor in set- 
ting a “service” rate, it does play an 
important part in the determination of 
that rate. In addition to computing the 
portion of operating costs assignable to 
mail traffic, the Board used the same 
formula for calculating what part of 





1 (1942) 3 CAB 733. 
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an air line’s investment could be attrib- 
uted to that traffic. The pound mile or 
the ton mile is the unit of payment for 
this type of rate which thus takes into 
account both the actual loads of mail 
and the distances they are flown. 


B cenegeer air lines paid on a “serv- 

ice” rate basis have been divided 
into two classes. The first class, which 
is comprised of most of the commer- 
cially independent carriers, is paid at a 
uniform rate of 60 cents per mail ton 
mile; the second class, which includes 
the so-called “big four” air lines 
(American, Eastern, Trans-World, 
and United), is paid 45 cents per mail 
ton mile performed. Both of these 
rates include an allowance for a rate 
of return on the carrier’s approved 
investment base. 

Since there are but two domestic 
“service” rates it may be inferred that 
the Civil Aeronautics Board has not 
fixed such rates according to the mail 
cost for each individual company. This 
inference is borne out by an examina- 
tion of the cost analyses made in sev- 
eral of the Board’s “service” rate deci- 
sions. Thus the percentage of total 
operating costs allocated to mail ranged 
from 20.49 for Northwest Airlines, 
Inc.,® down to 1.32 in the case of Ha- 
waiian Airlines, Ltd.’ In spite of this 
19-point spread in cost, both com- 
panies are paid at the same mail rate 
of 60 cents a ton mile. 

Although the present article is con- 
cerned primarily with mail costs and 
only incidentally with rates, a few 
comments as to the two “service’’ rates 
mentioned in an earlier paragraph, 
should be made. 





2 (1943) 4 CAB 515. 
3 (1943) 4 CAB 463. 
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HE 60-cent rate was prescribed by 

the Board during the war years 
when operating conditions were uncer- 
tain and reliable estimates of future 
revenues and expenses were difficult to 
make, Likewise the relatively small 
amount of air line capital investment 
compared with the volume of service 
rendered would have given an accen- 
tuated effect to any errors in these 
estimates. Other considerations not 
susceptible to mathematical evaluation 
also played a part in the Board’s judg- 
ment that a uniform rate should be 
fixed for all air lines found commer- 
cially self-sufficient. 

Following the termination of hos- 
tilities in September, 1945, the Civil 
Aeronautics Board decided that the 
four largest domestic carriers no 
longer required 60 cents per ton mile 
as mail pay. Accordingly this rate was 
reduced to 45 cents. This amount was 
prescribed by the Board and accepted 
by the airlines on the basis of-a tem- 
porary measure designed to bridge the 
gap between conditions of a wartime 
economy and those of peacetime. 

It may be stated parenthetically that 
practically all air lines paid at a “serv- 
ice” rate have applied for increases in 
that rate. These petitions are now 
pending before the Board and were 
filed because of the heavy deficits suf- 
fered by the air transport industry 
during the past two years. 


O Bie four decisions setting a ton- 
mile rate of 45 cents made no at- 
tempt to allocate mail cost as had been 
done in earlier “service” rate cases. It 
was explained by the Board that such 
allocation would be of little signifi- 
cance, since the operating conditions 
inherent in a transition from war to 
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WHAT ARE AIR MAIL COSTS? 


peace were in a state of flux. The air 
lines involved were in the process of 
expanding and changing their equip- 
ment and organizations. This circum- 
stance made it doubtful whether costs 
based upon wartime operating experi- 
ence would be a reliable guide for the 
future. 

However, these decisions did contain 
identical passages justifying a uniform 
mail rate, which are of interest from a 
cost standpoint : 


Except for cost differences which are in- 
herent in the type or character of service or 
in the area served and which therefore are 
applicable alike to all carriers of comparable 
size, there would appear to be little justifi- 
cation for variations in the service mail rate 
because of differences in carrier operating 
costs. The “service” as opposed to the 
“need” mail rate is not designed to meet the 
financial need of the individual carrier but 
rather it is intended to be fair and reasonable 
in terms of both the quality of the service 
and the reasonable and necessary costs un- 
der conditions of economical and efficient 
management. Also, a uniform service mail 
rate provides added incentive for increased 
operating efficiency by making the rate of 
profit directly dependent upon each carrier’s 
competitive performance as measured by 
the relation of its costs to the costs of other 
carriers rather than upon an allowable rate 
of return on the investment of each indi- 
vidual carrier.* 


As air transportation becomes more 
mature and a greater number of com- 
panies attain a self-sufficient status, the 
cost of rendering mail service may well 


become the most important element in. 





# United Air Lines, Inc, (1945) 6 CAB 581. 


and those of peacetime.” 


the setting of a mail rate. Assuming 
that this development does come about, 
it is pertinent to examine mail costs and 
to note what is involved in their deter- 
mination. These costs fall logically 
into three main categories which may 
be designed as follows: 

1. Direct Costs 

2. Allocated Costs 

3. Indeterminate Costs 

Each of these classes will be dis- 
cussed in detail in order to bring out 
what their respective evaluations entail. 


1. Direct Costs 


HESE are the operating costs 

which are incurred by an air line 
solely because of mail service, and are 
assignable in tgtal to that service. 
These costs include such items as: 


1. Communication facilities used di- 
rectly for air mail service. 

2. Salaries of the mail traffic man- 
ager and other employees whose duties 
are entirely in connection with the 
handling of mail. 

3. Equipment used only for mail 
such as loading stands, mail trucks, 
costs, and firearms. 

4, Expense of required airport 
space for the handling of mail. 

5. Participation in mail rate pro- 
ceedings. 

6. Miscellaneous direct mail costs. 


The items enumerated are not now 
ascertainable from the report forms 


e 


“FOLLOWING the termination of hostilities in September, 
1945, the Civil Aeronautics Board decided that the four 
largest domestic carriers no longer required 60 cents per ton 
mile as mail pay, Accordingly this rate was reduced to 45 
cents. This amount was prescribed by the Board and accepted 
by the air lines on the basis of a temporary measure designed 
to bridge the gap between conditions of a wartime economy 
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which the air lines are required to file 
monthly with the Civil Aeronautics 
Board. The prescribed system of ac- 
counts makes no provision for record- 
ing, separately, direct mail costs, al- 
though this information can be com- 
piled from the carriers’ private rec- 
ords. If the Board would amend the 
prescribed monthly account form and 
require that mail costs be recorded, a 
desirable refinement would be obtained 
in air-line cost accounting. There 
should be no objections to such a pro- 
cedure on the part of the companies, 
since the additional accounting burden 
would not be unduly onerous. The 
statistical value of the information 
thus revealed would accrue not only to 
the Board, but to the Post Office De- 
partment and the air lines themselves. 


2. Allocated Costs 


I’ this classification is that portion 
of total operating costs which has 
been separated from the pool of costs 
common to all classes of traffic and al- 
located to mail. Many expenses such 
as fuel and oil, depreciation on flight 
equipment, and flight crew salaries are 
common to mail, passengers, express, 
and freight when all of these kinds of 
traffic are carried in the same airplane. 
All-cargo flights, when no passengers 
are transported, present the same 
problem. In both cases it is necessary 
to employ some formula for assigning 
to mail an equitable part of the joint 
costs. 

The proportion of all operating costs 
represented by joint is about 85 per 
cent of the total. This percentage is 
computed by deducting several costs 
directly attributable to passenger serv- 
ice from the total costs of operation. 
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The proportion would be lower if the 
expenses assignable to express and 
freight were likewise excluded. Unlike 
many passenger service costs the ex- 
press and freight costs are not record- 
ed separately on the report form re- 
quired of air lines each month by the 
Civil Aeronautics Board. 


i order to allocate the joint costs 
between mail and nonmail pay 
loads in its “service’’ rate decisions, the 
Board has employed a formula based 
upon the relative ton or pound miles 
flown with each kind of traffic. Pas- 
senger miles are converted to weight 
miles by assuming a passenger and his 
free baggage to weigh 200 pounds. 
Excess baggage weight miles are added 
to passenger weight miles in the com- 
putation. The percentages of total pay- 
load weight miles flown represented by 
passengers, mail, express, and freight, 
respectively, are then applied to the 
joint operating costs in order to deter- 
mine how much of these costs should 
be assigned to each class of traffic. 
The above formula has the ad- 
vantage of being based upon sound 
premises and using data which are 
readily available. It allocates to each 
kind of traffic its share of the common 
costs largely proportionate to the use 
made of an air line’s facilities, In addi- 
tion, the cost of unused airplane ca- 
pacity is automatically absorbed by 
each type of service in proportion to 
the relative weight of that type. The 
same formula is used by the Board to 
determine the amount of a carrier’s 
investment attributable to mail service. 


3. Indeterminate Costs 


ecco are several costs which may 
be appropriately allocated to mail 
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WHAT ARE AIR MAIL COSTS? 








Measuring Air Mail Costs 


es methods can be devised for measuring air mail costs with a higher 
degree of accuracy than now obtained, significant benefits will be 
derived, First, the Post Office Department and the Civil Aeronautics 
Board will know what it really costs an air line to perform mail service. 
A set of standard costs would be established with each element of the set 
corresponding to a particular grouping of air lines.” 





service that are not taken into account 
by either of the foregoing classifica- 
tions. Such costs are designated as 
“indeterminate” since they are not gen- 
erally susceptible to mathematical 
evaluation. In some cases an “in- 
formed estimate” may be made if the 
results are appraised from that stand- 
point. 

The origin of these indeterminate 
mail costs lies in the special operating 
practices imposed upon an air line be- 
cause of mail service. When mail is 
carried on a flight it has priority over 
other traffic and the passengers may be 
subjected to various inconveniences. 
On occasion, the Post Office Depart- 
ment requires schedules at hours 
which would not be operated otherwise. 
These schedules necessitate more air- 
plane hours, ground personnel, and 
local stations with all additional 
ground facilities, than would be op- 
erated or maintained if Post Office re- 
quirements were not to be met. 


Mail loads fluctuate, not only on dif- 
ferent flights but on the same sched- 
uled flight from day to day. Since 
these variations occur, it is necessary 
that a carrier allow for the maximum 
mail load which may be assembled by 
the Post Office for a particular sched- 
ule. A very large weight of mail may 
necessitate the “blocking off” of pas- 
senger seats, making them unavailable 
for sale, in order to accommodate the 
anticipated mail volume. If this load 
does not materialize and this is not 
known prior to departure time, the air 
line may be unable to sell these blocked 
off seats to passengers. An analogous 
condition may prevail with respect to 
express or freight traffic when it com- 
petes with mail for airplane pay-load 
capacity. 


S bs what extent a carrier’s revenues 
are affected when mail displaces 
passengers or other nonmail traffic de- 
pends upon the kind of mail rate being 
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paid the carrier. If it is a “need” rate, 
paid on an airplane-mile basis, the 
amount of mail pay is largely inde- 
pendent of the actual mail load. In this 
case the loss may be only that of 
potential nonmail revenue. On the 
other hand, an air line may be paid a 
“service” rate, with the unit of pay- 
ment the mail pound or ton mile. In 
this case, the carrier could lose not 
only the commercial revenue but also 
mail pay represented by the difference 
between the expected load of mail and 
that actually carried. 

Other intangible mail costs include 
those due to delays in flight departure 
because of connecting mail and free 
travel privileges accorded Post Office 
Department employees. While all of 
these indeterminate mail costs are 
qualitatively considered by the Board 
in setting a “service” rate, there seems 
to be no practical way of mathematical- 
ly evaluating them. 


Conclusion 


— the foregoing discussion it can 
be seen that air mail cost determina- 
tion is far from a matter of routine 
cost accounting. While there are some 
items that can be attributed entirely to 
mail service, they are relatively few in 
number. Other costs common to all 
classes of traffic must be apportioned 
by some practical and logical method 
of allocation. Still other costs are 
largely indeterminate in nature and 
cannot be measured with arithmetical 
accuracy. 

If methods can be devised for meas- 
uring air mail costs with a higher de- 
gree of accuracy than now obtained, 
significant benefits will be derived. 
First, the Post Office Department and 
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the Civil Aeronautics Board will know 
what it really costs an air line to per- 
form mail service. A set of standard 
costs would be established with each 
element of the set corresponding to a 
particular grouping of air lines. This 
grouping could be upon one or more 
of several characteristics such as route 
mileage, amount of mail, service per- 
formed annually, capitalization, and 
other criteria. 

In order that the cost study be as 
complete as possible, it is suggested 
that “need” as well as “service” rate 
carriers be included. It is likely that 
there will be air lines dependent upon 
mail pay for some time to come, espe- 
cially the new feeder or short-haul car- 
tiers and those companies serving 
territory of limited commercial traffic 
potential. 


—— benefit accruing from a 
cost study would be the creation 
of a gauge of managerial efficiency. If 
an air line’s mail costs were high in 
comparison with other members of its 
group and there were no other explana- 
tion, it would be presumptive evidence 
of poor management. Since mail cost 
depends upon total costs, a high figure 
for the former reflects a corresponding 
state of the latter. Thus the directors 
and stockholders of an air line, as well 
as the interested government agencies, 
can judge the effect of the company’s 
managerial policies. 

A corollary to the establishment of 
standard mail costs would be the facili- 
tation of a graduated scale of “service” 
mail rates. The two classes now in ef- 
fect could be expanded to several cor- 
responding to the standard cost group- 
ings mentioned above. This would 
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WHAT ARE AIR MAIL COSTS? 


give recognition to differences among 
the air lines in the cost of handling mail 
as the principal justification for 
variations in mail rates. 

Eventually the air-line industry will 
reach a state of equilibrium and mail 
rates will no longer need to reflect the 
effects of a transition in the nation’s 
economy. Nor will it be necessary that 


these rates contain an allowance for 
uncertainties of the future. When 
that stage of stability is attained it will 
be important that rate making be upon 
a sounder and more definite basis than 
is now possible. A thorough study of 
air mail costs could make a tangible 
and significant contribution to this 
phase of air transportation economics. 





“Te beginning to get distressed over the many statements 
the papers have been publishing of Mr. Bell’s dislike of 


the telephone. 


“Of course, he never had one in his study. That was where he 
went when he wanted to be alone with his thoughts and his work. 
The telephone, of course, means intrusion by the outside world. 

“And the little difficulties and delays often attending the estab- 
lishment of conversation in even well-managed telephone circuits 
did irritate him, so that as a rule he preferred having others send 
and receive messages. But all really important business over the 


telephone he transacted himself. 


“There are few private houses more completely equipped 
with telephones than ours at 1331 Connecticut avenue, and there 
was nothing that Mr. Bell was more particular about than our 
telephone service here. [Beinn Bhreagh, Novia Scotia.| For 
nearly all of the thirty-five odd years we have been here he saw 
personally to its proper working. We never could have come 
here in the first place or continued here, but for the telephone 
which kept us in close touch with doctors and neighbors and 


the regular telegraph office... . 


“Mr. Bell did like to say in fun, ‘Why did I ever invent the 
Telephone, but no one had a higher appreciation of its indis- 
pensableness or used it more freely when need was—either 
personally or by deputy—and he was really tremendously proud 
of it and all it was accomplishing. He appreciated the honor of 
being first to talk from New York to San Francisco, was awed 
by the wonder of its performance at that dinner at the New 
Willard, followed with interest its usefulness during the war, 
and the development shown at Arlington last autumn. 

“Mr. Bell’s one regret about the telephone was that his wife 
could not use it or follow his early work in sound. 

“I honestly believe this had much to do with his not going on 
with the photophone experiments and engaging instead in aerial 
work, the progress of which I could see as well as he. 

“T shall always be so thankful that the telephone worked so 
well that last day—serving its father so loyally.” 

—LeETTER written by Mabel G. Bell, August 24, 1922, 
twenty-five years ago in the Bell Telephone Quarterly. 
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Relation of Security Regulation 
To Market Timing 


Utility financing under favorable conditions has become such 
an important consideration in the present era of utility plant ex- 
pansion and the consequent need for new capital that a serious 
question has recently arisen as to whether regulatory bodies as 
well as management should reéxamine their responsibility, for 
assisting such financial operations. How does this square with 
regulatory duties involved in connection with the approval of 
security issues? 


By J. LOUIS DONNELLY* 


HE statutory power of a regula- 

tory commission to impose rea- 

sonable conditions and restric- 
tions on the issuance of utility secu- 
rities has never been very seriously 
questioned, Such authority would 
seem to flow naturally from the dis- 
cretion of a regulatory commission 
either to grant or withhold approval— 
upon such terms as seem consonant 
with public welfare. 

Of course, there have been cases in 
the past where a regulatory body has 
overstepped the bounds of reasonable- 
ness in attempting to impose burden- 
some conditions. Such as the UV, S. 
Supreme Court found to be un- 
warranted in the well-known Milwau- 





*Staff writer, New York Journal of Com- 
merce, See, also, “Pages with the Editors.” 
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kee Railroad Case (involving a secu- 
rity condition imposed by the Inter- 
state Commerce Commission).* 
Bearing in mind, of course, that the 
exact wording of practically every 
state and Federal regulatory statute is 
somewhat different, the general prin- 
ciple laid down by the late Justice 
Sutherland in the Milwaukee Case is 
probably as good law today as it was 
when it was written in 1931. That is 
to the effect that a regulatory commis- 
sion may not, by way of imposing a 
condition on a security issue, exercise 
power over matters which it is not 
authorized to deal with by direct or 
affirmative action; but where such a 
condition does deal with matters, under 
the broad authority of the commission, 


1282 US 311, PUR 1931B 314, 
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RELATION OF SECURITY REGULATION TO MARKET TIMING 


it becomes just as important a part of 
the order as the approval itself; and 
just as binding. 

Obviously, this principle is broad 
enough to support regulatory restric- 
tions on security issues except in clear- 
cut cases of arbitrary action or at- 
tempts by commissions to deal with 
extra - jurisdictional matters. This 
would be especially true in recent years, 
when the courts have created strong 
presumption in favor of regulatory ac- 
tion. Doubtless there is much common- 
sense justification in the idea that the 
power to grant approval, or withhold 
it entirely, should carry with it the 
power to impose reasonable terms and 
conditions, upon which such approval 
can be exercised. 


UT it is precisely because of this 
grave burden of discretion which 
the courts have turned over to the com- 
missions that a most alert sensibility, 
on the part of the commissions, to the 
full potential of their important trust, 
is suggested. In bygone days, under the 
short rein of quick, comprehensive ju- 
dicial review, commissions could af: 
ford to take their time and indulge in 
strict regulatory theory—in anticipa- 
tion of prompt court correction, if any. 
Today, with more complete control of 
the regulatory process, the commis- 
sions are in a position to facilitate or 
deliberate, to experiment or follow 
more realistic, expeditious lines. 

On top of this basic setting, utility 
operation seems to be entering a most 
delicate phase with respect to financing. 
The easy money market of war years 
has now turned capricious and com- 
petitive. Yet, the industry finds itself 
—at this very time—faced with the 
necessity of launching a series of issues 
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to raise new capital necessary to build 
new plant to meet skyrocketing con- 
sumer demand. Management and its 
financial advisers must use all their re- 
sourcefulness to cook up tasty offer- 
ings, designed to appeal to the present- 
day finicky investor. Moreover, these 
offerings must be served in just the 
right style and at just the right time, 
or else their flavor—in terms of that 
extra increment of advantage to the is- 
suing company—may well be lost, in 
part or forever! 


H* the regulatory authority no 
part, no interest or duty to aid, 
within its own sphere of approval and 
supervisions, these vital projects? Or 
is it required by law to turn its face 
away, and strictly pursue its own ob- 
jectives of more deliberate policy, and 
interpretation of policy, without re- 
gard for, or influence by, what the 
passing financial consequences might 
be? These are fair questions, hard 
questions. The answers can well deter- 
mine the success of many a big deal in 
the months to come. The issue is really 
not so much the old controversy about 
regulatory interference with manage- 
ment, as it is a matter of regulatory 
codperation with management. 

The specific problems involved, odd- 
ly enough, may not be of themselves 
very difficult or important. Often it is 
simply a matter of procedure or mere 
timing. “Mere timing” may seem a 
detail and certainly within the discre- 
tion of the commission. But detail or 
not, in the security markets of today, 
time is surely, as the lawyers say, “of 
the essence.” 

So volatile has security market con- 
ditions become in recent months that 
“mere timing” can become the differ- 
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ence between successful financing and 
the placing of an issuing company at a 
grave disadvantage. The question nat- 


urally arises whether a regulatory com-’ 


mission might be constrained to give 
more careful consideration to its re- 
sponsibility for aiding the issuing com- 
pany in what has perhaps heretofore 
heen considered a promotional detail. 


mAN interesting case in point is now 
before the state courts of New 
York. Out of it may come a new pro- 
nouncement, or at least some new light, 
on the duty or responsibility of com- 
missions to codperate with manage- 
ment to the extent that the regulatory 
process allows. The specific case, now 
on review, involves procedure before 
the New York Public Service Commis- 
sion dealing with the securities of the 
Rochester Gas & Electric Corporation. 

The appellate division of the state of 
New York has annulled a determina- 
tion made by the commission. The 
regulatory body had required that 
Rochester Gas & Electric meet a num- 
ber of conditions involving alleged 
questioned items among its assets, and 
what was termed by the commission, a 
deficiency in depreciation reserve, in 
order to obtain approval of necessary 
financing. 

An effort by the company to com- 
promise the dispute in order to obtain 
funds for its construction program was 


e 
q “In bygone days, under the short rein of quick, comprehen- 
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without avail. The commission insist- 
ed upon full compliance and Rochester 
Gas & Electric withdrew a compromise 
offer. The resultant public service 
commission decision was taken to the 
courts for determination. 

The action taken by the company, 
while costly, has thus far been upheld 
in the courts. Final decision, which 
should attract wide interest, may be 
some time off. 

So much for the law. But here is 
the practical side—had the original 
financing of Rochester Gas & Electric 
been carried out, it is estimated, in 
banking circles, the $16,677,000 of 
bonds could have been sold with a 23 
per cent coupon and the proposed $5,- 
000,000 of preferred with a 4 per cent 
dividend rate or less. Today, under 
changed market conditions, the rates 
would probably be 3 and 43 per cent 
respectively. Thus, it is estimated that 
failure to finance in June, 1947, may 
have cost the company nearly $80,000 
in added charges, plus premiums on 
sales. Refunding of the bonds in 1947 
(not possible now) would have result- 
ed in a net interest saving of $48,285. 


HIs is but one of the cases which 
have raised the question of wheth- 
er there should not be more regulatory 
as well as managerial sensibility to the 
realities of day-to-day financial re- 
quirements with relation to changing 


sive judicial review, commissions could afford to take their 


time and indulge in strict regulatory theory—in anticipation 
of prompt court correction, if any. Today, with more com- 
plete control of the regulatory process, the commissions are 
in a position to facilitate or deliberate, to experiment or fol- 
low more realistic, expeditious lines.” 
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RELATION OF SECURITY REGULATION TO MARKET TIMING 


money markets. Because of its stra- 
tegic location and pronounced policies, 
a great deal of the questioning along 
this line has been slanted in the direc- 
tion of the New York Public Service 
Commission. But other state and Fed- 
eral commissions as well are very much 
in the same general picture. 

Some bankers questioned the action 
of the New York commission last year 
in requiring New York Telephone 
Company to issue first mortgage bonds 
instead of debentures. This involved a 
question of form, rather than timing, 
but it was just as expensive for the 
company. The application of the com- 
pany to issue $125,000,000 of deben- 
tures was, undoubtedly, the result of 
the considered judgment of its man- 
agement, supported by opinions of 
leading underwriting houses, as to 
which form of security the prevailing 
market was most ready to accept, to the 
greatest advantage of the company. 

The change to first mortgage bonds 
added very little to the price received 
by New York Telephone for the issue 
but instead cost the company more 
than $700,000. To issue first mort- 
gage bonds it was necessary to pay a 
mortgage tax of one-half of one per 
cent, to record the mortgage in every 
county of the state, pay costs of a 
search, and in addition there were 
trustee expenses, If the added cost 
should be applied to a subsequent issue 
of $60,000,000 sold in January of this 
year and a pending issue of $90,- 
000,000 bonds, it could prove to be 
considerable. 


C iw bugaboo of a procedural bot- 
tleneck can also haunt rate cases 
—always so important these days in 
any consideration of utility finance. 
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This was seen in the Brooklyn Union 
Gas Company rate cases of last year. 
This company, as a result of a rise in 
costs, particularly wages, filed an appli- 
cation in February for a rate increase 
which was granted five months later. 
In the meantime, coal and oil prices 
were soaring. Before the increase was 
granted, it was obvious that it would 
prove inadequate. A second increase 
was applied for in October, which was 
granted four months later. Fortu- 
nately for the company, it was able to 
amend this second application prior to 
hearings or it might have even been 
foreclosed entirely from doing so, un- 
der the commission rules. Just the 
same, financial consequences which 
Brooklyn Union suffered last year, as 
a result of rising costs and inadequate 
revenue, made it necessary for the di- 
rectors to omit the common dividend 
in September. 

While it would appear that one rate 
case was settled within five months and 
a second within four months, an indi- 
cated lapse of time comparing favor- 
ably with procedure of other state reg- 
ulatory bodies, the fact remained that 
it took nearly a year to obtain relief 
from rising costs. This company has 
since had a third rate increase granted 
May 6th, effective May 7th, which 
shaws what can be done, once the 
wheels start turning. 


eo problem of speeding of regu- 
latory action also applies to the 
length of time required between the 
application to issue new securities and 
final approval. Lengthy and detailed 
hearings leave the ultimate question in 
doubt until almost the last minute. 
Doubtless the commission needs and 
should have full and complete informa- 
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Offerings to Present-day Investor 


wad” epnesaisets and its financial advisers must use all their re- 

sourcefulness to cook up tasty offerings, designed to appeal to 

the present-day finicky investor. Moreover, these offerings must be served 

in just the right style and at just the right time, or else their flavor—in 

terms of that extra increment of advantage to the issuing company— 
may well be lost, in part or forever!” 





tion on which to act. But isn’t there 
some way, through informal procedure 
perhaps, for the commission to get it 
and act sooner? Could not manage- 
ments assist this process with greater 
cooperation with the commission or its 
staff? If company executives could sit 
down with the commission and work 
out problems in advance, many a 
financing headache could be avoided 
before it even occurred. 

For an example of little ways in 
which mere procedure can be a bottle- 
neck, there is the matter of approving 
competitive bids for securities. In 
New York this can be obtained only 
on about two days each month. The 
New York commission sits every other 
week on Tuesday, Wednesday, and 
Thursday. To permit offerings the 
same week, applications must be filed 
on a Tuesday. 

From the commission’s side, it must 
be noted that its calendar has been 
crowded with actions involving all 
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types of utilities in the state. Yet, such 
pressure for action suggests the need 
for examining the possibilities of more 
streamlined and informal procedure. 


Ca after company has filed 
various actions with the New York 
board over a period of time and before 
obtaining approval found it necessary 
to put through some changes in rates, 
assets, reserves, or something similar. 
The utility industry has feared that 
other state commissions might adopt a 
similar policy and for that reason is 
watching the current developments in 
New York state. 

The Rochester Case appears to be 
the most provocative test case. Appli- 
cation was made by Rochester Gas & 
Electric in February, 1947, to the New 
York commission for authority to is- 
sue $16,677,000 principal amount of 
bonds, $5,000,000 of preferred stock, 
and $2,000,000 of common stock. Is- 
suance of the bonds was for the pur- 
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RELATION OF SECURITY REGULATION TO MARKET TIMING 


pose of refunding an outstanding 3% 
per cent bond issue and the balance of 
the financing would provide funds for 
urgently needed new construction. 

Hearings were held in March and 
April of that year. Then on May Ist, 
the commission approved a memoran- 
dum in which it found that the funds 
sought were necessary for construc- 
tion but called attention to what was 
termed “questioned items” among the 
company’s assets and charged that the 
depreciation reserve was inadequate as 
measured by the so-called “straight- 
line depreciation” method. 


HE “questioned items” involved 
$6,658,096 and the alleged 
deficiency in depreciation reserve 
amounted to $10,669,748, a total of 
$17,327,844. They were termed “im- 
pairments” in the company’s accounts. 
Most of the items dated back to or- 
ganization in 1904 when the original 
plant account was set up. For example, 
in 1918 the original plant account was 
segregated when the commission 
classified, as valid cost to the com- 
pany, $4,600,000 as water rights ; $2,- 
054,653 as electric and gas intangi- 
bles; and allocated the remainder of 
the total to physical plant accounts. No 
order was issued to charge off any of 
these items and since its investigation 
in 1918 the commission has authorized 
millions of dollars of securities with- 
out even questioning those amounts. 
A new system of accounts was 
adopted by the public service commis- 
sion in 1938, based upon the “original 
cost” theory of accounting. In connec- 
tion with the settlement of a rate case 
in that year, Rochester Gas & Electric 
agreed to amortize the intangibles per- 
taining to the electric department and 
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this write-off was completed in 1947. 
The company declined to accept a 
1943 commission order requiring, 
among other things, that $3,832,171 
of the $4,600,000 classified as water 
rights be charged off, and appealed the 
case. The appellate division of the 
supreme court of the state of New 
York annulled, vacated, and set aside 
the commission’s order. This was con- 
sidered in some quarters as a reversal 
of the commission; but subsequent 
events did not bear out this expectation. 
Nearly two months before the court 
decision, a new order was issued by the 
public service commission requiring 
Rochester Gas & Electric to charge off 
additional items similar to those in- 
volved in the water rights case. 

Again in its May, 1947, memoran- 
dum the state body renewed its view 
that the $3,832,171 item should be 
written off the company’s books. The 
action of the appellate division ten 
months earlier was apparently ignored. 


EALIZING the urgency of obtaining 
funds for its construction fund, 
the management amended its program 
as a matter of expediency. Otherwise, 
it was faced with the arrangement of 
short-term borrowings pending ju- 
dicial determination as to the validity 
and propriety of the requirements 
sought. A reduction in stated value 
of the common stock was proposed. 
This amount would have been desig- 
nated “unearned surplus-special.” Also 
funds would be set aside, before com- 
mon dividends, and such amounts 
would be credited to “appropriated 
earned surplus.” 

This was not satisfactory to the 
commission. A second amendment was 
then filed by the company, after con- 
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ferences with commission representa- 
tives, and the amount of reservations 
was increased. 

The response of the public service 
commission was to adopt two resolu- 
tions, under date of June 3rd, author- 
izing invitations for bids on the pro- 
posed bond and preferred stock sales. 
Each order stated that the securities 
were “to be issued upon the following 
terms and subject to the following con- 
ditions and not otherwise.” The reso- 
lution applying to the bonds contained 
21 conditions, several of which were 
further subdivided, and the resolution 
pertaining to the preferred contained 
13 additional conditions. 

The conditions not only exceeded 
those to which the company had 
acquiesced, they denied its repeated re- 
quest for a provision which would de- 
crease or suspend monthly reservations 
of income to the extent to which any 
of the “impairments” should be finally 
decided in its favor. 

Despite the fact that it had previ- 
ously filed application with the 
Securities and Exchange Commission 
to issue the securities under the Public 
Utility Holding Company Act of 1935, 
and also a registration statement un- 
der the Securities Act of 1933, the 
management decided that it could not 
appropriately proceed with the pro- 
gram. 

A petition was filed with the public 
service commission with respect to the 
original application, or for a rehearing 
if the resolutions constituted a final 
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“For an example of little ways in which mere procedure 
can be a bottleneck, there is the matter of approving com- 
petitive bids for securities. In New York this can be ob- 
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answer to that petition. The commis- 
sion, on July 10th, denied the petition 
for a rehearing. 

The court action, already mentioned, 
was then taken with General Pub- 
lic Utilities Corporation, parent of 
Rochester Gas & Electric, intervening. 

On January 7th,’ of this year, the 
appellate division of the supreme court 
of the state of New York handed down 
a 3-to-2 decision annulling the deter- 
mination made by the public service 
commission and remitted the matter to 
the public service commission for fur- 
ther consideration, 

The majority opinion contained the 
following statement: 


The commission has determined at least 
two unrelated matters, making its approval 
of the necessary issuance of new securities 
dependent upon petitioner’s consent to change 
its books of accounts to show a deficit rather 
than a surplus. Such requirement seems of 
doubtful legality. The public in and about 
Rochester is interested in the extension of 
petitioner’s plant to accommodate increased 
demands. The commission recognizes that 
the enlargement is necessary and approves 
the financing plan proposed by petitioner, but 
it attaches conditions that book entries as to 
surplus for depreciation and value of the 
plant be eliminated from petitioner’s books 
and requires that the deficiency created by 
the elimination of the items be reduced by 
the application for nearly a decade of $900,- 
000 a year from petitioner’s income, and 
further the approval is conditioned that 
“straight line” instead of the present ob- 
served depreciation be adopted, with a re- 
quired annual contribution of $2,100,000. Sec- 
tion 69 (Public Service Law) is entitled, 
“approval of issues of stock, bonds, and other 
forms of indebtedness ; approval of mergers 
or consolidations.” No reference is contained 
therein to the keeping of accounts in ac- 
cordance with prescribed uniform meth- 
ee 


2273 App Div 114, 73 PUR NS 43, 45. 





tained only on about two days each month.” 
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RELATION OF SECURITY REGULATION TO MARKET TIMING 


T= opinion cites § 66 of the Public 
Service Law as giving the New 
York commission power to prescribe 
uniform accounting methods and goes 
on to say that the state body “has var- 
ious and divergent powers in connec- 
tion with the gas and electric business 
in this state.” 

The court further states that “a rea- 
sonable exercise of the powers of the 
commission would seem to require it 
to pass upon this wide variety o€ sub- 
jects separately rather than to grant a 
proper request of a utility company 
only upon its consent to observe the 
commission’s order concerning an ex- 
traneous matter. The penalty in the 
statute seems adequate to enforce per- 
formance by the utility of proper 
orders without recourse to coercive or 
punitive conditions attached to the 
granting of reasonable requests.” 

Attention is called in the opinion to 
the fact that this court and the New 
York Court of Appeals have passed on 
the validity of straight-line deprecia- 
tion ruling in the New York Edison 
Case that such orders are not valid. 


) pacer court disapproval of 
straight-line calculations as to de- 
preciation are cited in McCardle v. In- 
dianapolis Water Co.’ 

The minority opinion, referring to 
the proposals which the commission 
took as a basis for its approval, said: 
“In all this I can see nothing arbitrary 
or capricious, or anything beyond the 
power of the commission in its regula- 
tory functions.” Concerning straight- 
line depreciation it was conceded that 
this method of computation has been 
condemned, but the opinion said : “I do 
not understand the condemnation to 


8272 US 400, PUR 1927A 15. 


extend to the use of this method in all 
cases and under all conditions.” 

The two justices in the minority had 
also dissented in the water rights case 
while only one of the majority at that 
time ruled on the current issue. 


| ages Gas & Execrric in De- 
cember received SEC approval to 
borrow $6,000,000 from banks. Pre- 
ferred stockholders on April 19th 
authorized company to issue or renew 
short-term notes up to $20,150,000 to 
finance part of the construction pro- 
gram. This action has been taken due 
to inability to put through the pro- 
posed long-term financing program. 
During the latter part of 1947, the 
company received capital contributions 
of $1,595,000 from General Public 
Utilities and declared dividends on 
its common stock of $1,590,623. In 
view of the company’s need for funds 
for construction purposes, General 
Public Utilities has made available $1,- 
100,000 pursuant to an SEC order. 
This represents an advance payment on 
the $2,000,000 stated value of com- 
mon stock to be purchased in connec- 
tion with the financing program, In 
the event the proposal to purchase the 
stock is later abandoned, the $1,100,- 
000 will become a capital contribu- 
tion, 

Following the decision of the appel- 
late division, Rochester Gas & Electric 
asked the PSC for an order granting 
authorization for its financing pro- 
gram. Up to this writing no order has 
been issued. The commission was 
denied the right to appeal on certified 
questions by the appellate division. The 
case was argued June 3, 1948, before 
the highest court of the state—the New 
York Court of Appeals—for decision. 
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we attorneys and executives 
directly interested decline to com- 
ment on the case as to its outcome, 
some observers who have closely fol- 
lowed the situation expect an im- 
portant and enlightening decision, no 
matter which way it goes. Should the 
commission be sustained, it will 
amount to notice to management (in 
New York, at least) that the regula- 
tory authority is not bound to consider 
any delicate financing problem utility 
management may have, including pre- 
paring, packaging, or delivering se- 
curities to market in a form, at a time 
most advantageous for yielding the 


best return to the issuing company. 

If the lower court is affirmed, on the 
other hand, it will conversely serve 
notice on the regulatory authority that 
it, too, must face the realities of pre- 
vailing market conditions, and balance 
the same against whatever substantive 
policy conditions the commission 
might otherwise be constrained to im- 
pose. This, in addition to the specific 
issue in the Rochester Case; namely, 
whether the commission may use a 
condition to its order of approval as a 
vehicle for bringing about policy 
changes which have not received court 
sanction by direct order. 





Allons Enfants? 


¢ a * fp is it that it is about subways? Here we have M. 

Langevin, director of the Paris subway, telling us it 
costs his line eight francs to transport a passenger. The fare 
charged is five francs per passenger. A fare increase, Mon- 
sieur? How can Place de la Concorde succeed where Times 
Square has failed? Logic, yes. Economics, yes. But politics 
—ah! 

“We gather that the traditional friendship between our cities 
is abetted by a common misery—the dyed-in-the-red subway. 
Yet, M, Langevin says he comes to New York, of all places, 
to learn how to reduce operating costs. What the head of the 
Paris Underground will find in our subways is a spirit of con- 
flict reminiscent of the Resistance. The straphanger has a grip 
of iron, an elbow of steel. Newspapers, umbrellas, canes, boxes, 
valises are proper weapons. There is no martial charge, no 
crush in a defile, to compare with the hand-to-hand combat in 
our catacombs. The air is worse than in submarines. Tempers 
flare often, but personal tilting is prevented by the elementary 
military fact that in a stuffed car there is usually no room to 
tilt. In fact, there is usually no room, 

“We fear M. Langevin will depart from our midst a melan- 
choly Frenchman, so far as the solution of his problem goes. 
He’s scheduled for transit inspections in Boston, Philadelphia, 
Chicago, the West coast, and Canada. When you return forti- 
fied with comparisons, M, Langevin, tell us. Is our subway as 
bad as everybody says?” 

—EpITor1AL STATEMENT, 
The New York Times. 
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Washington and the 
Utilities 


Truman Mans the Reclamation 


Pumps 


HETHER President Truman’s re- 

cent trip to the West was or was 
not a preconvention political campaign 
tour seems a rather academic question at 
this late date. But it does appear that the 
President did his best, while on this tour, 
to support and justify the record and 
policies of one of his administrative 
bureaus which has been having more 
than its share of troubles with Congress. 
This is the Reclamation Bureau of the 
Interior Department. The President also 
praised TVA but Congress thereafter 
refused funds for the controversial steam 
plant at New Johnsonville. 

Of course, Republican critics point out 
that the President was just using this 
means of luring western votes on the 
theory that such voters can best be tempt- 
ed with kind words about the need for 
continued Federal spending on Reclama- 
tion projects. There seems little doubt 
that the Democratic strategy—or what 
there is of it so far in the 1948 campaign 
—is to keep hammering away on benefits 
of New Deal initiated public works and 
the opposition of certain “vested in- 
terests,” including you know who. 

The Columbia flood disaster provided 
a ready setting for such partisan com- 
mentary. Even though Secretary of In- 
terior Krug conceded that neither Bon- 
neville nor Grand Coulee dam was de- 
signed or operated to control floods, the 
President did not hesitate to take advan- 
tage of an opportunity to make a more 
obvious than plausible inference that 
much of the flood loss might have been 
minimized if White House proposals had 
been unhampered by a parsimonious 
GOP Congress. 


(PICO Waa 


ao 


DDLY enough, the GOP reaction to 

this line of presidential attack was 
apathetic. Nobody even bothered to 
raise the indicated reply that the 80th 
Congress stands to give the Reclamation 
Bureau more funds during its two years 
of existence than the bureau ever got be- 
fore in its history. Indeed, the Republi- 
cans seem much more sensitive to Mr. 
Truman’s other attack on the 80th Con- 
gress, based on enactment of the Taft- 
Hartley Act. A dozen stinging replies on 
that score, from leading majority spokes- 
men, came buzzing right out of Capitol 
Hill like so many angry hornets when the 
President told the Communications 
Workers of America, assembled at Spo- 
kane, Washington, that they had better 
do something next November about the 
“worst Congress in American history.” 

Prior to that, the President had been 
talking for three days, off and on, about 
congressional assaults on the Reclama- 
tion Bureau and no big figure on the 
other side even troubled to point up the 
record, There may or may not be some 
political significance in this ; but it is ob- 
vious that the President’s opponents are 
less concerned about his charges of curb- 
ing the Reclamation Bureau than they 
are about their record on labor legisla- 
tion. 

One of the things which the Columbia 
flood background permitted the Presi- 
dent to do was to create a more natural 
build-up for a grandiose development 
plan for the Columbia basin, which In- 
terior Department aides have been busy 
cooking up for months. Thus, although 
the Pacific Northwest flood was the re- 
sult of flood conditions unprecedented 
for fifty-four years, President Truman 
hastened to wire Army Engineers and 
Interior “to begin at once a review of 
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the long-range plans of those agencies 
for the Columbia basin development, 
with a view to proposing such modifica- 
tions as may be appropriate in the light 
of the present disaster.” Needless to say, 
Reclamation Bureau was able to come up 
fast with an answer in the form of an 
over-all project planned for the control 
of floods in the Columbia basin. 


T HIs report, completed last March 
and sent to the governors of north- 
western states for their comment, was al- 
ready in process of preparation for sub- 
mission to the White House and Con- 
gress. As worked out in collaboration 
with Army Engineers, this plan envi- 
sions a total expenditure of $5,600,000,- 
000 at 1946 price levels. It embraces 
238 projects, of which only 47 have so 
far been individually authorized by Con- 
gress. A total 5,360,000 acres in Wash- 
ington, Oregon, and Idaho would be 
serviced by this plan. A total of 10,500,- 
000 kilowatts of power—five times con- 
templated development on presently 
authorized projects—would be ultimately 
generated. 

At Pocatello, Idaho, the President 
held up for the audience a bulging report 
on the Columbia river basin and said he 
had similar reports on California’s Cen- 
tral valley, and of the Colorado, Mis- 
souri, and Ohio rivers, and on all U. S. 
coast lines. He said “had we had some 
of these projects which have been pend- 
ing for several years we might to some 
extent have alleviated the Columbia flood 
which caused so much damage.” The 
President mentioned “the Insull era” and 
charged his congressional opponents 
with being under the influence of special 
interests. 

On June 4th the President signed into 
law a bill designed to step up reclamation 
project plans in the lower Colorado basin 
states, 

* 


It’s Not Just the Principle— 
It’s the Interest 


SUMMER prolongation of the con- 
gressional session—as threatened 
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in early June by the majority leadership 
—was looked upon wistfully by those 
Federal agencies still trying to retrieve 
from a more liberal-minded Senate ap- 
propriations and spending powers cut off 
by Congress just before its recent hasty 
“recess adjournment” prior to the Re- 
publican convention. 


But one of the provisions taken out 
of the Interior Department Bill which 
is yet causing the most consternation 
among the public power-minded officials 
of the Reclamation Bureau was a provi- 
sion in the House bill which the Senate 
rejected and the conference dropped. 
This was a restriction against the use of 
interest funds paid back to the Reclama- 
tion Bureau on unamortized power proj- 
ect investment. It was found in the ori- 
ginal House bill under the special heading 
of “Alaskan Investigations.” The exact 
text of this passage was: 


Interest heretofore or hereafter collected 
on sums invested in power or municipal 
water features of any project constructed 
or operated by the Bureau of Reclamation 
under the authority of the Reclamation Proj- 
ect Act of 1939, shall be covered into the 
reclamation fund and shall not be ailocated. 


What worries Reclamation is that the 
conference included the gist of this pro- 
vision as a recommendation in its re- 
port which was subsequently adopted by 
the House and Senate. This policy, in 
the view of congressional leaders, should 
still have the force of law with Reclama- 
tion officials. 

Reclamation Bureau spokesmen, ac- 
cording to Robert Bruskin, writing in 
The Washington Post of June 6th, said 
this would increase wholesale power 
rates from Federal projects (operated 
by the Reclamation Bureau) ranging 
from 15 to 30 per cent, and that it would 
also undermine the feasibility of six of 
the bureau’s leading projects, 


| agg eme igenng Jensen (Republican, 
Iowa), who managed the passage 
of the bill through the House, explained, 
however, that this policy would simply 
correct an erroneous ruling made several 
years ago by an Interior Department 
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WASHINGTON AND THE UTILITIES 


solicitor, who held that the Reclamation 
Bureau could use interest funds, paid on 
project investments, for general reallo- 
cation. Jensen said, in addressing the 
House: 
.. . the committee is not asking that this 
interest component be covered into the 
Treasury of the United States. We are ask- 
ing that it be covered into the reclamation 
fund, from which we appropriate back to 
Reclamation. It does not make a lot of dif- 
ference, only to this degree, that naturally 
the more money we can collect, whether it 
be in payments on projects or whether it be 
interest, and the more money the Federal 
government will get into its Treasury, the 
more liberal we can be in appropriating 
money for the development of the West. 


Whether the results of this provision 
would be as drastic as those attributed to 
undisclosed Reclamation Bureau officials 
(who predict a boost in cheap Federal 
wholesale power rates) or as relatively 
inconsequential as suggested by Repre- 
sentative Jensen, the fact remains that 
the conference report would tie up fur- 
ther use of such funds for the entire year 
of 1949 (fiscal) pending expected enact- 
ment of the Rockwell Bill (HR 2873) 
next year. 

In the meantime, there would not 
even be certain compénsating advan- 
tages (for irrigation interest) to be 
found in the Rockwell Bill as it passed 
the House of Representatives earlier this 
year, only to be bottled up in a Senate 
committee. The difference would mean 
congressional rather than Reclamation 
Bureau control of the collected interest 
funds. Although these funds would not 
actually be returned to the Treasury 
(which was the partial purpose of the 
Rockwell Bill), the net effect would be 
their withholding for further use in con- 
gressional appropriation for Reclama- 
tion Bureau activities, thus relieving (to 
that extent) the need for additional 
direct appropriations from the Treasury. 

Heretofore, Reclamation Bureau has 
applied such funds for the reduction of 
project repayment obligations, thereby 
making it possible for the bureau to 
establish wholesale power rates consider- 
ably below what would be otherwise re- 
quired to make such power and irriga- 


tion projects completely self-liquidating. 


[goer ggg Commissioner Straus, 
faced by the qualification ouster 
from office next January, well under- 
stands why the House of Representatives 
stepped in and blocked the bureau’s self- 
interpreted double use of interest funds. 
For the last few years members of the 
House Appropriations Committee, both 
Democratic and Republican, have asked 
Reclamation to reform or clarify this 
practice. Response has been a combina- 
tion of half promises and double talk. 
Even Representative Rockwell (Republi- 
can, Colorado) watered down his origi- 
nal bill early in this session of Congress. 
He apparently did so under the impres- 
sion that the measure, or something very 
much like it, would be finally acceptable 
to bureau officials, thereby ensuring early 
enactment, 

This may explain, to some-extent, the 
determination of Representative Jensen 
and his subcommittee members to pro- 
ceed with their own idea of reforming 
the bureau’s fiscal practices without 
further bothering about “appeasement.” 
Jensen explained it himself on the floor 
of the House during the debate on the 
appropriation bill on May 27th in the 
following words: 


... Lo make it perfectly clear to the mem- 
bers of the House who are not familiar with 
what happened a few years ago, we had a 
solicitor of the Department of the Interior 
who ruled that it was not necessary for the 
Reclamation Bureau to cover into the Treas- 
ury the interest component, which, accord- 
ing to basic law, should be paid on all rev- 
enue-producing facilities, such as hydroelec- 
tric power plants. When that matter came to 
the attention of our committee a couple of 
years ago, we took the position that that 
money should be either covered into the 
Treasury of the United States or covered 
into the reclamation fund. So in the 1948 
appropriation bill we provided that the in- 
terest component for the Bonneville Power 
Administration should be covered into the 
reclamation fund and should not be allo- 
cated, In the bill this year we have expanded 
that and have now covered all reclamation 
projects throughout the nation that are 
federally owned and put in the same lan- 
guage relating to every project as it now re- 
lates to Bonneville Power Administration in 
the 1948 bill, 
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Mobilization of Communications 


HE possibility of atomic bomb at- 

tacks on this country is given con- 
sideration in the National Security Re- 
sources Board’s recent study and report 
on war mobilization of communications. 
The study was conducted by L. H. 
Peebles, the board’s consultant on com- 
munications, The report to the public 
was made recently by Arthur M. Hill, 
chairman of the board. 

The atom bomb aspects of the study 
refer primarily to the production of 
equipment. It is recommended that re- 
quired production be spread throughout 
industry so that, in the event of enemy 
action, the entire production of any end 
product or component would not be 
stopped. Also, it is suggested that any 
necessary expansion of production 
capacity should take into consideration 
relative protection from atomic and 
other bombing by “proper dispersal,” 

The Peebles report emphasizes the im- 
portance of coordination of military and 
civilian communications systems and the 
increasing use of electronics and radar. 
It also outlines the setup of an operating 
communications division in the govern- 
ment for necessary codrdination in the 
event of war. 


je essential features of the Peebles 
report were contained in an 18- 
point summary of the problems of 
mobilization. They covered both the 
operating and manufacturing phases of 
the communications industry. These 18 
points are listed below with a short digest 
explaining each: 
1. Major planning load should be 
carried by industry. Since all of the 
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And Gossip 


actual work will be done by established 
industry units, the responsibility of 
planning should be placed there. 

2. NSRB must supply detailed esti- 
mates of requirements. Such esti- 
mates are to include total load on 
manufacturers based on needs for both 
military and civilian equipment. Need 
for equipment and service should be 
given in greater detail, taking into con- 
sideration geographical areas, types of 
service and equipment, maintenance, 
repair, and operating supplies. 

3. Accurate information from 
Munitions Board. Basic needs with 
indicated timing of switch from 
civilian to military products must be 
determined by this group. 

4. Standardization of military 
equipment. The armed forces should, 
in so far as possible, standardize on 
components and end products, with 
changes in specifications kept low. 

5. Demands at training camps. 
Since the size and locations of training 
camps and other military installations 
will affect greatly the demands of 
civilians for communications, careful 
estimates will be necessary. 

6. Capacity of manufacturers. Close 
check must be kept. 

7. Spreading production. Manufac- 
ture of a particular end product or 
component should not be concentrated 
in any one plant. 

8. Early tooling by military. Mili- 
tary establishment should provide 
stand-by tools for military equipment. 

9. Government - industry codpera- 
tion. Necessary rapid changes in con- 
ditions will require high degree of co- 
Operation between industry and gov- 
ernment, 
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10. Planning from raw materials 
up. Comprehensive planning envi- 
sions consideration of raw materials as 
well as processing and fabricating. 

11. Vital réle of small companies. 
Plans must include wide use of small 
firms. 

12. Programming subcontractors. 
Clear information must reach down 
through subcontractors making com- 
ponent parts. 

13. Choosing manufacturers. The 
military must determine which manu- 
facturers are capable of meeting its re- 
quirements and obtain estimates as to 
deliveries. 

14. Early test orders advisable. 
Firm experimental or pilot orders 
should be placed to allow time for tool- 
ing. 

15. Location of new plants. When 
expansion of manufacturing capacity 
is needed, the new plants should be 
separated from existing centers if pos- 
sible to afford protection from bombs. 

16. Telling industry. For govern- 
ment to program production without 
taking industry into its confidence 
would be futile. 

17. Industry advisory committees. 
Top level advisory committees will 
facilitate the much needed cooperation. 

18. Confidential information. Same 
precautions as used in last war should 
be followed in keeping military secrets. 


ca 


Change in AT&T License Fee 
Urged by Commissioners 


CHANGE in the fixed percentage 
license fee charged to Bell system 
operating companies by the American 
Telephone and Telegraph Company has 
been recommended by an organization of 
regulatory commissions in 10 western 
states. The Mountain-Pacific States 
Conference of Public Service Commis- 
sions adopted a resolution urging the 
abolition of the fee, which consists of 14 
per cent of gross operating revenues of 
the subsidiary companies. 
As a substitute, the commissioners 


recommended a system of direct charges 
for cost of actual services rendered the 
Bell companies by the parent company. 
Andrew J. Zimmerman, a commissioner 
from the state of Washington, led the 
movement at the conference and dis- 
cussed the situation before the group 
prior to passage of the resolution. 

Mr. Zimmerman said: “We must 
allow costs that are actual, affecting 
operation, engineering, and research, but 
costs dealing with servicing securities 
properly fall into holding company op- 
erations and should be questioned as a 
charge against the operating companies.” 

Other similar costs would fall into the 
questionable category, according to ob- 
jections raised in several states where 
the AT&T fee has been under scrutiny 
in rate cases. These include the cost to 
AT&T of income taxes on dividends re- 
ceived from the subsidiaries, and the 
cost of holding capital funds in readiness 
for the operating concerns, 

The resolution of the western group is 
a possible forerunner of the type of 
recommendation which may be expected 
from the telephone committee of the Na- 
tional Association of Railroad and Utili- 
ties Commissioners, which now is study- 
ing this same problem. Mr. Zimmerman is 
also a member of the NARUC Telephone 
Committee which has started to draft its 
report. In addition, another member of 
the western group, E. F. McNaughton of 
the California commission, is a member 
of the NARUC Telephone Committee. 


M* ZIMMERMAN said he felt that offi- 
cials of AT&T would cooperate 
in determining an equitable method of 
imposing fees under the license contract. 
Now that rate increases are being grant- 
ed to Bell system companies in many 
parts of the country, many object to the 
fact the fixed percentage arrangement 
results in higher payments for every rate 
increase allowed without accompanying 
concrete evidence that the parent com- 
pany would render any additional serv- 
ices. 

Fifty state commission representatives 
were in attendance at the western state 
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conference held in Salt Lake City on 
June 3rd and 4th. Sixteen commission- 
ers from nine states were present. States 
in the organization are Oregon, Wash- 
ington, California, Nevada, Montana, 
Wyoming, Utah, Arizona, Colorado, and 
New Mexico, 


* 
Planned Reorganization of FCC 


HE Senate Interstate Commerce 
Committee has approved by a vote 
of 9 to 4 a measure designed to re- 
organize the Federal Communications 
Commission. The bill also would write 
into law many of the commission’s 
policies now objected to by many groups. 
Under the law as it stands, the Presi- 
dent appoints the chairman. Under the 
new bill each of the members would 
serve as chairman during the last year of 
his term. Also, the proposed measure 
would divide the remaining six members 
into two panels, one on broadcasting 
cases and the other on communications. 
Panel opinions and recommendations 
would be subject to review by the full 
board. ‘ 

Most of the other provisions of the 
bill relate to FCC policies on regulation 
of radio broadcasting. One section 
would make legal the commission’s policy 
of checking the content of radio pro- 
grams in deciding as to whether or not 
the broadcaster operates “in the public 
interest.” This is the present policy of 
FCC and it has been objected to by most 
of the industry as an arbitrary use of 
censorship, 

Legislative authority also would be 
given to FCC’s present policy of limiting 
broadcasters to 50 kilowatts of power. 
There has been considerable agitation re- 
cently on the part of some large stations 
for approval of a right to increase their 
power to 750 kilowatts. 


Aa 
Telephone Labor Situation 


osEPH A, BEIRNE, president of the 
Communications Workers of America 
(independent), suggests that telephone 
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workers affiliate with one of the big na- 
tional unions, AFL or CIO. He made 
this recommendation at the opening ses- 
sion of CWA’s second international 
convention held in Spokane June 7th. 

“I believe telephone workers can 
make their contribution to the erection 
of a mansion for labor by being joined 
with either the AFL or the CIO. I think 
the time has arrived for us to submit the 
question to our members so that they can 
establish, in a free manner and by secret 
ballot, what their thoughts are on this 
question,” Mr. Beirne said. 

Calling for a strong labor movement 
in America, Beirne declared: 

“I believe a strong labor movement 
will be attained only when there is a 
single movement.” Beirne criticized the 
division between the AFL and CIO 
which he said was based in part upon 
“greed and lack of brotherly concern” by 
a few labor leaders. 

The CWA is the dominant labor union 
in the field of telephone communications, 
claiming an aggregate membership in ex- 
cess of 168,000 and holding collective 
bargaining contracts for more than 228,- 
000 telephone workers. The bulk of the 
members work for the Bell system, 

The American Telephone and Tele- 
graph Compariy recently announced that 
7 of its subsidiary companies had 
signed contracts covering 54,000 em- 
ployees, without granting any general 
wage increases. Most of these contracts 
are with CWA unions and are for a 3- 
year period, with provisions for reopen- 
ing negotiations twice during the period 
for consideration of wage changes. Pro- 
visions were included granting improved 
severance pay, reclassification and up- 
grading of groups of workers, and some 
“clarification” of contract terms. 

One of the features of the CWA con- 
vention in Spokane was a surprise visit 
from President Truman, who called on 
labor voters to defeat Congressmen 
favoring the Taft-Hartley Law. 

More than 650,000 persons are em- 
ployed by the Bell system in its operat- 
ing, manufacturing, and research divi- 
sions. 
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and Comment 


By OWEN ELY 


$6 Billion or $10 Billion for 


Construction? 


ARLY this year it was estimated by 
the Edison Electric Institute that 
the electric utilities’ construction pro- 
gram for the 4-year period 1948-51 in- 
clusive would be $6 billion. Now Electri- 
cal World estimates that it will run to 
$8-$10 billion. It is not clear why there 
is such a wide discrepancy between the 
estimates prepared by these two authori- 
tative sources. However, some individ- 
ual companies such as Commonwealth 
Edison of Chicago and Consolidated 
Edison of New York have definitely 
raised their sights. The news ticker re- 
cently announced that Niagara Hudson 
Power will add another big unit to its 
ambitious program. Union Electric of 
Missouri, principal North American 
subsidiary, has announced that it ex- 
pects to invest $386,000,000 in additional 
plant over a 15-year period. 

Based on the latest available balance 
sheet for all class “A” and “B” electric 
utilities (comprising almost the entire 
industry) the net depreciated value of 
existing plants is only about $12-$13 bil- 
lion, but it must be remembered that this 
investment is heavily written down and 
that present construction costs are higher 
than in the past. 


N°? one seems to doubt that the mar- 
ket for power is almost unlimited. 
But the utilities cannot forget that they 
were overbuilt for many years after the 
1927-31 construction program, They may 


find themselves overbuilt again. It is 
doubtful whether the industry now needs 
the 25 per cent margin of reserve capac- 
ity which was necessary in the old days, 
before interconnection and power pools 
had progressed very far. Present objec- 
tives might be shaped so as to (1) pro- 
vide for foreseeable business over the 
next few years, (2) replace obsolete 
equipment with the latest and most effi- 
cient generators, and (3) provide mod- 
erate reserve capacity—which would be 
automatically increased in the event of 
any business letdown. 

Utility executives are not likely to let 
themselves be stampeded into placing ex- 
cessive orders for equipment except on 
a cancelable basis. Some current stories 
about future demands for power must 
be regarded as highly speculative. It 
would doubtless take a huge amount of 
electricity to extract oil products from 
shale rock in Colorado; but a recent 
article in Fortune seems to indicate that 
this will probably be the last resort to 
supplement any future decline in oil well 
production. 

President Truman, in recent political 
talks on his western tour, criticized the 
private power industry for failing to pro- 
vide enough power (notably in the Pa- 
cific Northwest and in California) and 
for lobbying against government power 
developments. But the utilities did a mag- 
nificent job during the war and could 
not have been expected (under the step- 
child treatment received from the New 
Deal during the 1930’s) to expand soon- 
er, At present they must wait for new 
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equipment, although that is coming in 
much faster now than a year ago. 
6 is a relative limit to the eco- 
nomic use of hydro power; TVA 

has learned that stand-by power is neces- 
sary and other sections have suffered 
from drought and flood effects. The pri- 
vate utility industry has found steam 
more reliable and in the long run just as 
cheap as hydro power. By sinking vast 
amounts of government money and 
avoiding tax payments it is possible to 
produce Federal hydro power “cheaply” 
and this tends to retard the development 
of steam power in areas like the Tennes- 
see valley and the Columbia valley. Pri- 
vate companies cannot expand fast if 
their rates, based on the government 
yardstick, are far below average, or if 
public power constantly threatens to ab- 
sorb them. Puget Sound Power & Light 
is a good example. The threat must be 
removed, rates put on a sound basis, and 
the private companies will do the job. 

Much of the present industrial short- 
age of power is local, and due to the rapid 
increase in the chemical and light metal 
industries—an outgrowth of the war, 
the postwar steel shortage, and the re- 
armament program. These industries 
could be carefully located both in rela- 
tion to raw materials and power. The 
cheapest source of steam power is the 
gas-fired steam boiler located near gas 
fields. Aluminum Company of America 
now plans to construct a big southern 
plant with its own gas-fired steam plant, 
and give up its hydro-powered plant at 
Niagara Falls. 

In any event the utilities are not likely 


1948-51 program—cost 
Est. “internal cash’’* 


Balance to be financed , 
85% representing senior securities 


Est, cost of money at 4% average** .... 


*Estimated at $600,000,000 a 
(FortNIGHTLY, June 3rd, page 
writer somewhat on the high side. 


ear. Commissioner McEntire’ 


to be goaded into overexpansion because 
of temporary drought difficulties and 
government “needling.” The steel indus- 
try has courageously resisted such pres- 
sure. The country’s big industrial build- 
ing program will be largely completed 
this year; that might suggest waiting to 
see what the Federal Reserve Index will 


be in 1949, 
‘> - industry will recall what hap- 
pened in 1930-34 when net income 
dropped from $596,000,000 to $391 ,000,- 
000 and did not recover to the previous 
level until 1946, The present program is 
as shown below (assuming that equity fi- 
nancing will amount to about 15 per cent 
of the total, since the equity will be in- 
creased perhaps 10 per cent). 

In 1947 interest charges and preferred 
dividend requirements totaled only about 
$287,000,000 (not including amortiza- 
tion). It will take a great deal of increased 
business, as well as large savings in fuel, 
to pay for these additional charges and 
preferred dividends four years from 
now. Also, there will be more common 
shares outstanding on which to pay divi- 
dends. Maybe the $10 billion estimate of 
Electrical W orld will yet show up on the 
high side. At any rate now seems as good 
a time as any to stop, look, and do some 


figuring. 
* 


Progress of Holding Company 


Integration 


HE tempo of holding company inte- 
gration progress has slowed some- 


i 


Millions of Dollars 
$8,000 $10,000 
400 400 


J ” 





5,600 
4,760 
$ 190 


7,600 
6,460 
$ 258 


s estimate 


40) of $700,000,000 thus appears to this 


**Money rates are rising, and sinking funds are frequently required 
for debentures and preferred stock issues, 
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TREND OF SALES AND EARNINGS OF ELECTRIC UTILITIES | 
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what in recent months, but there have 
been a number of minor developments, 
anda brief summary of the current status 
of the various holding companies may be 
of interest. (For previous resumé, see 
April 8th issue, pages 501-4.) 

American & Foreign Power’s plan re- 
mains before the Federal court at Port- 
land, Maine, following the strenuous 
efforts of the $4 preferred stock group 
to overthrow the plan (as modified by the 
SEC in favor of the first preferred 
stocks). It seems possible that the group 
may appeal to a higher court if the plan 
is confirmed ; market action of the junior 
stocks seems to indicate hopes for a re- 
versal of terms in their favor. The com- 
pany’s earnings held up fairly well in 
1947 (they were slightly below 1946) 
but doubts regarding the foreign ex- 
change situation in Latin American coun- 
tries (particularly Argentina) seem re- 
flected in the prices of the senior 
securities, which are quite out of line with 
those of the junior issues if the plan 
should be consummated. 

American Light & Traction—The 
company has now disposed of a substan- 
tial part of its holdings of Detroit Edison 
(part of which are being distributed as 
dividends during the calendar year 1948) 
but Madison Gas & Electric remains to 
be disposed of. The natural gas pipe-line 
and gas storage field projects are now 
under way, and the opposition of Pan- 
handle Eastern Pipeline has not proved 
effective this far to block the enterprise. 
System earnings are sharply lower, due 
principally to the high cost of manufac- 
tured gas in Michigan required to ease 
the shortage of natural gas (currently ob- 
tained from Panhandle). The situation 
may improve as the storage field becomes 
available to relieve winter peak loads. 

American Power & Light and its par- 
ent, Electric Bond and Share, some weeks 
ago filed two separate dissolution plans 
for American with the SEC, allocating 
all assets between the preferred and com- 
mon stocks in the ratios of 84-16 and 
79-21, respectively. Following are vari- 
ous estimates of break-up value for the 
preferred and common stocks (using an 
earnings multiplier of 10 to evaluate the 
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company’s portfolio). System earning 
approximated $22,000,000 in 1947. 
$5 $6 Com- 
Pfd. Pfd. mon 
American P, & L. Plan 
(84-16 allocation) 
Electric Bond & Share Plan 
(79-21 allocation) 93 
Hearings on the plans are now in prog 
ress. A common stockholders’ committee 
is opposing both plans. 


ITIES SERVICE has sold its holdings 
e; of Public Service of New Mexico 
(representing the remains of Federal 
Light & Traction), but has not moved 
yet to dispose of its Ohio utility proper- 
ties. It has agreed to dispose of the retail 
subsidiary of Arkansas Natural Gas afte 
the production and transmission business 
of the company has been segregated, but 
wants a negotiated deal. 

Commonwealth & Southern recently 
obtained the SEC staff draft of proposed 
findings on its plan for retiring the pre 
ferred stock. As anticipated, the staff ap 
proved the compromise plan suggested by 
representatives of substantial holders oi 
preferred and common stock. It was sug 
gested the company’s plan be modified so 
that package offered each share of pre 
ferred will include 2.80 shares of com 


-mon stock of Consumers Power (in 


creased from 2.52) and .55 share com 
mon stock of Central Illinois Light 
(unchanged). As a partial offset pre 
ferred dividend arrears would be reduced 
only to $16, instead of $14 as previously 
planned, It now appears likely that the 
commission will ratify the plan after 
Commonwealth has made the desired 
changes (which will, however, require 
investment of additional cash in Con- 
sumers by Commonwealth). Present cash 


the proceeds of South Carolina Power 
common stock (recently sold to South 
Carolina Electric & Gas for about $10,- 
000,000) in Southern Company. South- 
ern expects to raise another $10,000,000 
by public sale of a block of common stock 
—which operation will “make a market” 
for the stock, and facilitate estimates of 
break-up value of Commonwealth’s com- 
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mon, Southern has initiated dividends at 
the annual rate of 60 cents a share. 

Electric Power & Light’s new plan was 
described in the April 8th issue. Estimates 
of liquidating value would be higher now, 
with United Gas selling currently around 
20. Each share of Electric Power com- 
mon will, it is estimated, obtain’ 1.31 
shares of United Gas and .19 share of 
ALMNO. The current break-up value 
(with the value of ALMNO estimated 
around 16) would be about 294 compared 
with the current market price of 224. 
Hearings are in progress before the SEC, 
with two common stock groups opposing 
the plan. 


EDERAL WaTER & Gas plans to dis- 

solve by distributing shares of South- 
ern Natural Gas, Southern Production, 
and Scranton-Spring Brook Water Serv- 
ice, but this has been delayed by long 
litigation over the question whether hold- 
ings of certain officers can participate on 
an equal footing with public holdings. 
Various proposals for effecting a major 
distribution (with a small amount held 
in escrow) have not proved successful 
thus far. 

Long Island Lighting’s plan may make 
more rapid progress now that the Su- 
preme Court has sustained the SEC (as 
against the New York Public Service 
Commission ) in the Kings County Light- 
ing Case. The recent resignation of 
Chairman Maltbie of the state commis- 
sion may tend to ease the situation. 

Middle West is approaching the final 
stages of its dissolution program, which 
should be completed within a few months 
through distribution of remaining hold- 
ings. 

Niagara Hudson Power has obtained 
a favorable decision from the New York 
Public Service Commission on its plan 
to merge the three principal subsidiaries, 
and the plan has now gone to the SEC 
for approval. The company is also ex- 
pected to file a plan shortly for its own 
recapitalization and dissolution. Eventu- 
ally stockholders will receive shares in the 
merged company, after provision is made 
for retirement of the bank loan and pre- 
ferred stocks, The latter may, however, 


be worked out on a flexible basis, requir- 
ing several years to complete. It seems 
unlikely, however, that the SEC would 
permit the estimated seven years’ time 
required under one proposal. 

North American Company has an- 
nounced the withdrawal of Plan 3, which 
means that it wishes to stay in business 
as a utility holding company. In a move 
to retain the important West Kentucky 
Coal Company it is transferring that 
company to Union Electric of Missouri. 
Presumably miscellaneous nonutility 
holdings, such as the investment trust, 
may have to be disposed of. The SEC has 
not yet indicated its reaction to the new 
development. 

North American Light & Power—The 
question whether the common stock must 
accept the present offer of North Ameri- 
can Company ($7.50 cash or .3 share of 
Illinois Power, for each share of Light 
& Power common) is still before the Fed- 
eral Court of Appeals. 


N ORTHERN STATES PowER—The dis- 
solution plan, approved January 
3rd by the SEC, is still before a Federal 
court for enforcement. (Hearings were 
scheduled in March.) This parallels the 
progress of a previous plan sometime 
ago. However, the present plan should 
have a better chance of success in court. 
Class A stockholders, who have actively 
opposed past management plans, are ap- 
parently satisfied with the present plan. 

Philadelphia Company—The SEC re- 
cently issued its 74-page findings and 
reiterated its 1947 dissolution order. The 
commission sharply criticized the findings 
of the company’s expert that dissolution 
would cost $1,000,000 a year in increased 
overhead. Possibly the new management 
(Edward Boshel, of Stone & Webster, 
has succeeded Leo Crowley as president) 
will discontinue the fight against the dis- 
solution order, or make some new pro- 
posal. Dissolution poses a number of 
problems, including (1) further simpli- 
fication of the natural gas system (some 
major readjustments will be effected with 
current financing), (2) settlement of in- 
volved claims of Philadelphia Company 
against Pittsburgh Railways (in bank- 
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ruptcy for ten years), and (3) retire- 
ment of two collateral trust note issues 
and four issues of preferred stock (two 
of which are noncallable). The question 
of “subordination” of Philadelphia’s 
claims against Pittsburgh Railways, now 
being reéxamined by the master in the 
bankruptcy proceedings, may take some 
time to clear up. 

Public Service of New Jersey will com- 
plete its merger-recap program July Ist, 
all its securities being exchanged for new 
securities of the Public Service Electric 
& Gas. While the company’s earnings 
have been in a down trend, the transit 
subsidiary has received permission to in- 
crease its fares, which should help re- 
store earnings. A $1.60 dividend rate has 
been forecast on the new stock as com- 
pared with the $1.40 rate on the old. 

Standard Gas & Electric is expected 
to present a new dissolution plan some- 
time this year, possibly in the near future. 
The first step would seem to be the sale 
of sufficient assets to retire the bank loan 
(now about $20,000,000), following 
which dividends could be resumed on the 
prior preferred stocks. “Freezing” of the 
arrears on these issues might facilitate 
development of a formula to allocate re- 
maining assets among the four classes of 
stock. Such allocation might be on a per- 
centage basis, it is surmised. Because of 
the complications arising from the dis- 
solution order against the Philadelphia 
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Company (as well as the slow progress 
with the Northern States Power and 
Louisville Gas & Electric plans) , dissolu- 
tion of the entire system may require sev- 
eral years to complete. 


NITED CoRPORATION’S plan to retire 
the preferred stock has been ap- 
proved by the SEC staff but awaits final 
action by the commission itself, as well 
as a court order. There is still some op- 
position to the plan. President Hickey 
wishes to kecp the company alive as an 
investment trust of flexible character, in- 
terested in special situations. 

United Light & Railways has appar- 
ently deferred its proposed sales of 
American Light & Traction common 
stock, because of litigation with stock- 
holders, and with Panhandle Eastern 
Pipeline. However, a start has been 
made in reducing holdings by distribut- 
ing April 19th 1 share for each 50 shares 
of United with fractional shares paid 
in cash at the rate of $15.875. Since 
United intends to pay dividends aggre- 
gating $1.45 in value during 1948, any 
deficiency in value will be supplemented 
by a further payment of cash or secu- 
rities before the end of the year. Pre- 
sumably when sales of American Light 
are completed the company will refinance 
its bank loans and refund or retire its 
preferred stocks, but details have not yet 
been worked out. 


PRINCIPAL PUBLIC OFFERINGS OF UTILITY SECURITIES 
(May 19—June 14, 1948) 


Description 


Amit. 
Date (Miil.) 


Mortgage Bonds 
Ill. Bell Tel. Ist 358/78 .... 
Narragansett El. Ist 3s/78 . 
Calif. El. Pr, 1st 3s/78 . 
Kansas City P&L Ist 25/78 . 


Debentures 
Union El. (Mo.) Deb. 3s/68 


Preferred Stocks 
Rae Water Co. 44% 


N. Y. St. El. & G. 4.50% Pfd. 
Interstate Tel. $5.50 Pfd. .. 
Kansas City P&L 4% Pfd. . 


6/3 


*Offered to residents of Indiana only. 
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Price to Price to Com. 
Company 


102.21 


Yield to Prin. Syndicate 
Public Public Head 

102.75 
102.39 
100.99 
102.00 


Halsey, Stuart 
Halsey, Stuart 
Halsey, Stuart 

ehman Bros. 


100.75 White, Weld 


Indianapolis 

Bond & Share 
W. C, Langley 
Paine, Webber 
Glore, Forgan 


103* 
ny 25 


102.50 
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FINANCIAL NEWS AND COMMENT 





RECENT FINANCIAL DATA ON GAS COMPANY STOCKS 
6/10/48 
Price Yield Earned 


$0.80-dec. 
2.07-m 
1,32-m 
1.23-ja, 
4.58-m 


'y 
th 


Natural Gas—Retail 

C Arkansas Natural Gas 

O Atlanta Gas Light ($1.20) 

S Columbia Gas System (75¢) 
C Consol. Gas Util. (50¢) 

S Consol. Natural Gas ($2) 

O Houston Natural Gas (80¢ 
O Indiana Gas & Water ($1.20) 
O Kansas-Neb. Nat. Gas (85¢) 
C Lone Star Gas ($1) 

O Mission Oil ($2.10) 

O Mobile Gas Service ($1.50) 
C Montana-Dakota Util. (80¢) 
C National Fuel Gas (80¢) 

C Okla. Natural Gas ($2) 

S Pacific Lighting ($3) 

C Pacific Pub, Ser. (80¢) 

C Rio Grande Valley Gas (5¢) 
O Rockland Gas ($1.70) 

O Southern Union Gas (70¢) 
O Southwest Nat. Gas (20¢) 
O Texas Public Service ($1.20 and stk.) 
C United Gas ($1) 

S Washington Gas Light ($1. 50) . 
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Mixed Gas—Retail 

S Laclede Gas Light (20¢) 6 

O Minneapolis Gas Light b 1.02-dec. 
O National Gas & Elec. (60¢) . 1.64-dec. 
S Peoples Gas L. & C, ($5) t 10.35-dec. 
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Ne COW 


a 


Averages 


Natural Gas—Wholesale & Pipe Line 
El Paso Nat. Gas ($2.40) 
Interstate Nat. Gas ($1.75) 
Missouri-Kansas P. L. ($1) 
Northern Nat. Gas ($1.60) 
Panhandle Eastern P. L. ($3) 
Southern Nat. Gas ($1.50) 
Southern Production 

Tenn. Gas & Trans. ($1.40) 
Texas Gas Transmission 
Texas East. Trans. 
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Averages 


Manufactured Gas—Retail 
Birmingham Gas (60¢) 
Bridgeport Gas ($1.40) 
Brockton Gas Lt. ($1) 
Brooklyn Union Gas 
Hartford Gas ($2) 
Haverhill Gas Lt. ($1.60) 
Jacksonville Gas ($1.40) 


Averages 6.5% 11.0 
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Def.—Deficit, wd.—When distributed. C—Curb Exchange. O—Over-counter or out-of-town 
exchange. S—New York Stock Exchange, d—December, 1946; ju.—July, dec.—December, 1947 ; 
ja.—January, f—February, m—March, ap.—April, 1948, 


*Eight months. 
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RECENT FINANCIAL DATA ON IPANIES TRANSIT, AND 
WATER COMPANIES 


Telephone Companies 
Bell System 

American Tel. & Tel. ($9) 
Cinn. & Sub. Bell Tel. ($4.50) 
Mountain States T. & T. ($5) 
New England Tel. ($5) 
Pacific Tel. & Tel. ($6) 

So. New England Tel. ($6) 
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Averages 


Independents 
C Associated Tel. & Tel. A 
S General Telephone ($2) 
C Peninsular Tel. ($2.50 
O Rochester Telephone 


ped 
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Transit Companies 

Baltimore Transit 

Capital Transit 

Chic, S, S. & S. B. ($1.10) 

Cinn, St. Rwy 

Dallas Ry. & Term. ($1. 40) 

Duluth Sup. Tran. ($1) 

8 ge ee ere 
Los Angeles Transit (50¢) 

National City Lines (50¢) 

Phila, Trans, 

Rochester Transit 

St. Louis Pub, Ser. A (50¢) 

Syracuse Transit ($3) 

Third Ave, Transit 
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United Transit 
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Averages 


Water Companies 
Elizabethtown Water ($6) 
Federal Water & Gas ($1.80) 
Hackensack Water ($1.70) 
Indianapolis Water A (80¢) 
Middlesex Water ($3) 
New Haven Water ($3) 
Northeastern Water 
Phila. & Sub. Water (80¢ 
Plainfield Union Water ( 
Stamford Water ($1.80) 
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Averages 


Water Companies—1946-7 Issues 
S Amer, Water Works (60¢) 
California Water Ser. ($2) 
Ohio Water Ser. ($1.50) 
San Jose Water ($2) 
Scranton-Spring Brook (70¢) 
West Virginia Water Ser. ($1) 


6.8% 


~ Def. —Deficit. C—Curb Exchange. O—Over-counter or out-of-town exchange. S—New York 
Stock Exchange. d—December, 1946; dec.—December, 1947; m—March, ap.—April, 1948. 
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What Others Think 
































pe EE! Meeting Stresses Expansion 
19.5 i i 
195 And Financing 
21.2 
a ) Bert sgere power needs of the coun- power. Harold S. Sutton, treasurer, Con- 
— try and conditions necessary for  solidated Edison Company of New York, 
26.2 sound financing of such growth were the discussed the make-up of his company’s 
primary subjects of discussions and_ stockholders’ list and reaffirmed their 
i speeches at the sixteenth annual conven-_ rights to adequate earnings. Pertinent 
12.8 tion of the Edison Electric Institute held portions of these three addresses are also 
7.5 in Atlantic City during the first week in given here. 
21.3 June. Approximately twenty addresses and 
Charles E. Oakes, retiring president of committee reports were presented at the 
— the institute, reviewed the industry’s convention. Numerous speakers, both 
65 goals and ideals in the keynote address in from utility and financial fields, stressed 
38 which he presented a 10-point program. the fact that, at present, investing to 
3.8 [lis speech was summarized in the June finance industrial and utility expansion 
3.6 17th issue of Pustic Utitities Fort- _ is being deterred by double taxation, high 
69 NIGHTLY. Subjects discussed by other _ brackets, and capital gains tax. 
51 speakers ranged from Federal power Ernest R, Acker, Central Hudson Gas 
_ policy to the need for generally increased & Electric Corporation, Poughkeepsie, 
— rates to aid in the financing of the indus- New York, was elected president, suc- 
ral try’s 5-year $6 billion expansion pro- ceeding Charles E. Oakes of Allentown, 
yr gram. Pennsylvania. Elmer L. Lindseth, presi- 

12.9 Two of the most optimistic utterances dent of the Cleveland Electric [lluminat- 

23.8 regarding the future of business-man- ing Company, was named vice president. 

“89 aged electric power companies came from Mr, Price predicts enormous expan- 

persons outside of the industry proper. sion for the electric utility industry over 
Gwilym A. Price, president, Westing- the next decade. His remarks carried 

— house Electric Corporation, Pittsburgh, weight because the predictions were 

10.7 Pennsylvania, gave specific reasons and specific and were based upon an exten- 

15.1 concrete estimates for future advances sive survey recently completed by West- 

10.9 in demand for power. Chester H. Lang, inghouse engineers. The address was 

18.0 vice president and general manager of entitled “Thirty Thousand Hours a 

72 sales, apparatus department, General Minute.” 

16.5 Electric Company, talked in terms of Mr. Price summarized the general con- 

23.3 doubling and tripling capacity to gen- clusions of the survey as follows: 

13.8 erate electric power, making suggestions Within the next decade, the power-gen- 
for such accomplishment. Excerpts erating facilities of our country will need to 
from these two addresses are presented grow to about 95,000,000 kilowatts. This 

9.8 below represents an increase of about 80 per cent 

11.3 ; — the oon yrany er 

e > . » a. crease or over A A Ss, 

30 ae casera age H. Lester Hooker, o— without replacement of obsolete equip- 

10.9 - _ Virginia State Corporation Com- ment. And this is not all, because your sys- 

10.1 mission, said higher rates for power com- _ tems will have to be expanded to handle this 

— panies might be necessary. J. B. Thomas, power. In the next ten years you may spend, 

10.7 president of Texas Electric Service for new construction, an amount equal to the 
Com Semele the indinite present value of your utility plant after sixty 

ork pany, c ge € gov e years of growth. 








experiments in socialization of electric 
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What are the components of this expected 
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increase in the use of electric power, which 
will challenge your industry’s facilities and 
erm management skill? Let me touch 

riefly on the major sources of the demand 
which we foresee—a demand based on the 
fact that there is no visible ceiling for 
American ingenuity and productivity or for 
American standards of living. 

Naturally, improved living standards are a 
prime reason for the prediction that there 
will be a 73 per cent increase in average use 
by residential customers, while the number 
of customers increases by one-sixth. As a 
result, the readings on your residential 
meters should be doubled. 

Next, there will be a great increase in the 
farm load. The number of electrified farms 
cannot be expected to continue the rate of 
increase of recent years. Nevertheless, we 
anticipate a 42 per cent rise in the number 
of your farm customers, to the point where 
nine farm families out of every ten in the 
nation will be benefiting from electrical serv- 
ice. The average annual farm load should 
go to 4,000 kilowatt hours. On that basis, 
the sale of current to rural customers will 
be more than doubled, 

Again, our forecasts show that the use of 
power by small businesses—industrial and 
commercial—will rise by more than one-half, 
while demand from the large industries and 
commercial establishments is likely to climb 
even more. 


Fy mmeee- changes in the industrial 
scene which will build power sys- 
tem load, either directly or indirectly, 
were pointed out by Mr. Price. He as- 
serted that each change entails the use of 
large amounts of steel, apparatus of 
many kinds, fabrications—all of which 
require for their creation an immense 
amount of electric power. Three specific 
examples were given : 


Consider the synthetic fuel program for 
example. Uncertain world affairs and the 
threat of declining petroleum resources make 
it appear inevitable that we shall see a new 
and gigantic industry created for the con- 
version of coal into liquid and gas fuels and 
chemicals, The first production stages of 
this announced program call for plants to 
provide 2,000,000 barrels of liquid fuel a day. 
The United States Bureau of Mines has in- 
dicated that in magnitude this will be five to 
ten times the size of the synthetic rubber 
program. It will call for many million tons 
of steel, fabrication facilities, and equipment 
of every description. 

For another illustration, look to the steel 
industry, whose reserves of high-grade iron 
ore are being depleted. Their problem is to 
treat low-grade ores so that they may be 
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brought up to equality with the better ores. 
This process requires great quantities of 
electrical energy. The power content of a 
ton of iron ore will be raised from the pres- 
ent figure of 44 kilowatt hours to 70 kilowatt 
hours. 

Another trend is found in the lumber and 
paper industries, which traditionally were 
self-sufficient as to power. Sawdust, bark, 
and other wastes were more than ample to 
supply all the heat and power needed about 
the mills. Recently, however, progressive 
companies have been learning to convert 
these wastes into useful products. Many of 
these companies now will have to buy power. 


The shortage of venture capital, need- 
ed to finance this industrial expansion, is 
today’s most critical domestic question, 
Mr. Price said. “Sound solution of that 
basic problem will open the door to a 
productive and profitable future.” 

The simplest and fairest method which 
could be used to encourage investments 
in common stock, he asserted, is to 
“eliminate the double taxation of divi- 
dends, by making them free of tax on the 
stockholder. This would result in large- 
scale investment, reduced debt and fixed 
charges, enlarged and modernized pro- 
ductive facilities, lower costs and prices, 
higher living standards, and continued 
full employment.” 


M* THOMAS emphasized the need for 
challenging the trend of govern- 
ment adventures in collectivism. Mr. 
Thomas’ challenge would be in the form 
of an “aggressive public information 
program” which would go on the offen- 
sive and tell what was wrong with such 
socialistic experiments.. This program 
would include the task of “seeing that 
our customers know what and who we 
are and what we are doing for them.” 
“The Future — a Challenge” was the 
title of the address. Referring directly 
to government activities in the utility 
field, he said: 


What are you telling people about the 
faults and shortcomings of the govern- 
mentally financed projects that are being 
used to threaten our industry, and all private 
enterprise, with collectivism? About gov- 
ernmental subsidies paid out of taxpayers’ 
pockets with which to build plants that un- 
fairly give lower rates to customers in one 
section of the country than can be fairly 
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given to those in another section served by 
tax-paying private enterprise? 

The record of governmentally subsidized 
plants is clear; the facts are coming out 
every day. The contrast of the true perform- 
ance of socialized electric industry with its 
promises is written in the records of almost 
every one of them; and often there is still 
untold the facts about the unfair allocation 
of costs between flood control and irrigation 
on the one hand, and the electrical facilities 
on the other. Have you told about open- 
ended estimates of cost that are rarely met 
and mean open doors into the public treas- 
ury; about the removal of great units of 
tax-paying property from local and state and 
county and national taxation and its effect 
on local taxation; about political intrigue; 
propaganda funds ; taking part in local poli- 
tics under a plan ‘of national collectivism? 
You have a hundred things to talk about. I 
say it is time to go on the offensive and tell 
what is wrong about those adventures in 
collectivism, and how they i injure the coun- 
try and its citizens. 

Let’s really get into the fight between pri- 
vate enterprise and Socialism, such as now in 
truth is exemplified by the contest between 
this well- ry industry that has met the 
real needs of our country without public 
subsidy, and the collectivism exemplified by 
governmentally financed projects, subsidized 
out of the taxpayers’ pockets, tax free and 
politically run. We can be sure that the 
present well-planned efforts of many of the 
individual companies will aid and will be 
aided by a codrdinated national policy de- 
signed to get codrdinated national response. 


The above ideas refer to a program 
which should be initiated immediately 
and continued into the future. However, 
in the event of war, additional steps 
should be taken, according to Mr. 
Thomas. Regional codperation is urged: 


Naturally, the proponents of socialization 
of this industry have taken every oppor- 
tunity to break it up into little pieces; pieces 
too small and impotent to have a great effect 
on their plans and policies. As a result, only 
recently I heard a fine utility executive say, 
“Well, when war comes, and the government 
wants a great block of power in my service 
area which will cost so much my company 
cannot supply it, I guess we will have to let 
the government build its own facilities.” Be- 
fore I would do as my friend suggested, I 
would first try to get the neighboring utilities 
together and arrange with our joint resources 
to serve the project. I say that with the 
shadow of war upon us, we should ourselves 
set up for these emergencies regional organi- 
zations of utility men with 
courage and wit to work out the codrdina- 
tion of construction and operation, and 


financial participation, to provide the neces- 
sary facilities in our respective regions. 

We should make our plans carefully, and 
then go to the Federal Power Commission 
and the Securities and Exchange Commis- 
sion, and our state and local regulatory 
authorities as well, and say “We want, as 
our part of the rearmament plan and the 
possible war effort, to work out various re- 
gional groups to codperate so that we can 
build and operate the new capacity needed in 
our areas, and thus avoid the dissipation of 
public funds for this important part of re- 
armament or war effort.” 


Mr. Thomas also gave considerable 
attention to the problem of raising new 
capital. High on his list of factors need- 
ing study and adjustment were double 
taxation of corporate earnings and the 
tax-free features of government issues 
for proprietary ventures which “side- 


track vast sums of investment capital 
into municipal and government channels 
instead of into private enterprise.” 


rR. LANG recommended a 6-point 
program for the electric utility in- 


dustry. The suggested program consist- 


ed of (1) continued plant expansion, 
(2) vigorous public relations programs, 
(3) willingness to fight for sound finan- 
cial results, (4) acceptance of climbing 
money rates, (5) organized recruiting of 
personnel, and (6) accelerated selling 
programs. Title of the address was 
“Revolutions and Road Blocks.” Regard- 
ing plant expansion, Mr. Lang said: 


Six billion dollars—invested by one indus- 
try in five years—for the benefit of John 
Public! This could only happen in America. 
Not even the largest of the totalitarian 
states could implement such a program in 
so short a time; and, if they could, I doubt 
that their governments would be willing to 
make such an investment for the peaceful 
benefit of the little people, 

Yet, great as your expansion program now 
is, there i is a growing recognition that even 
this is not enough; that, as the American 
economy expands, the power industry in its 
traditional rdle of leadership must double 
and triple its capacity to generate electric 
power. 

Quite frankly, not all the opinions were 
quite so bullish. Some of my associates have 

already expressed concern about a certain 
undertone, hinting that, if there is a slump 
in business, there may be cancellations. I 
needn’t express my reaction to this short- 
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“I HAVE WONDERFUL NEWS, GENTLEMEN—MY WIFE HAS OKAYED TH 
PURCHASE OF THAT NEW TURBINE!” 


sighted view except to report that it ap- 
parently is not evén well enough formulated 
to be a minority opinion. The leaders of this 
industry are vividly aware that the present 
troublesome shortage of reserves is funda- 
mentally traceable to the depression, fifteen 
years ago, when plant expansion was dras- 
tically curtailed. We have been struggling 
through the war and the postwar strikes and 
material shortages, trying to make up for 
that grievous loss. And the vast majority of 
this industry’s leaders are determined that it 
will not happen again. The very heart of 
their program for the future is a continued, 
systematic expansion of generating capacity. 


Secrecy in business has become out- 
moded, Mr. Lang contended, emphasiz- 
ing that a “vigorous, forthright, and well- 
supported program of public relations is 
an indispensable part of successful busi- 
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ness operation, and the best assa 
against the road block of unnecessary 
regulation.” 

The industry’s future earnings m 
be attractive enough to bring in 
amounts of new capital, he said. “ 
involves the fundamental question 
rates . . . and, if inadequate rates 
in the way of steady, planned 
of generating capacity, I see no 
to be timid about fighting for a 
in rates.” 


“ies MISSIONER Hooker made pointed 
‘remarks on the “Importance of 
Keeping the Power Industry Financially 
Sound.” He asserted that adequate earn- 
ings are necessary for proper protection 
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of the public interest and are not adverse 
to the interest of the ratepayer. 
emphasized this point thus : 


He 


It cannot be seriously questioned that the 
earnings of the power industry should be 
kept at a level high enough to attract suffi- 
cient capital to the industry to meet its rea- 
sonable demands. This is essential for our 
economic welfare. It is necessary for the 
proper protection of the public interest, and 
it is not adverse to the interest of the rate- 
payer. It is the duty of the regulatory com- 
missions to exert their best efforts to keep all 
utilities at all times in a safe and sound 
financial condition. 

The public is suffering today because there 
are too many timid souls occupying posi- 
tions of high responsibility who are con- 
stantly listening for the trend of the politi- 
cal winds, rather than devoting their energies 
and their abilities to the performance of their 
public obligations. Many of them are more 
interested in staying on the taxpayers’ pay- 
roll than they are in the preservation of the 
solvency of the taxpayer. It is unfortunate 
that some regulatory commissioners keep 
their ears attuned to what may appear to 
them to be the most popular decision to 
make, rather than what is the fair and just 
conclusion to be reached from the facts of 
record, 

The increasing of rates to utilities is 


not a decision that will bring loud public ac- - 


claim, but if it is the correct conclusion to be 
reached, it should, in all fairness, and good 
conscience, be the decision rendered. When 
utilities are required to serve the public at 
miserly rates of return on their investments 
in property dedicated to public use, the pub- 
lic as well as the utility suffers. The public 
demands, and should receive, good service. 
It is essential for the public’s best interest. 
But good service cannot be maintained when 
the rates are unreasonably low. 


M* Sutton told the utility execu- 
tives that in a country dedicated 
to the individual private enterprise sys- 
tem, stockholders deserve the right to be 
heard, and to have their interests safe- 
guarded. He asserted that regulatory 
commissions should “consider, and con- 
sider well, the effects of every rate 
change upon the individuals whose 
money is invested in the shares of these 
utilities.” 

The point was made that stockholders 
are not a class apart, as is shown by an 
extensive stockholder survey recently 
completed by Consolidated Edison. The 
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address was entitled “Who Are Our 
Stockholders?” A few of the more out- 
standing results of the survey follow: 





Conclusion number one is, as some of us 
had long suspected, that stockholders are 
people, and that our stockholder list is, in the 
final analysis, just a cross section of the body 
politic, with two general exceptions. One is 
that the stockholder group is older, the 
median age being 40 per cent higher than 
that of the nation’s adult population, as was 
to be expected. The other is that the annual 
income is higher. 

On the other hand, we did unearth some 
important facts and some surprising ones. 
Possibly the most interesting was that only 
5 per cent of the stockholders are ours alone. 
In answer to the question, “Do you own other 
stocks beside Con Edison?” 95 per cent say 
yes. Of these, 12 per cent said they owned 
several (2 or 3), 37 per cent a few (3 to 10), 
51 per cent over 10. 

From this data alone it might be deduced 
that our stock is owned by a group of 
wealthy investors. However, this is dis- 
proved when we turn to the income figures 
and find that the median yearly income of 
those reporting was $4,700. But, as might be 
expected, it was found that the greater the 
income, the larger the holding of our stock. 

A look at the distribution by occupations 
likewise disproves the wealthy investor 
theory. The most frequently mentioned oc- 
cupation was housewife—this by 24 per cent 
of all stockholders responding to the ques- 
tionnaire. The next two classifications at 19 
and 18 per cent, respectively, were pro- 
prietors, including managers and officials, 
and retired persons. Professional and semi- 
professional workers comprised 16 per cent; 
clerical, sales, and kindred workers 13 per 
cent. F urthermore, we knew the median 
holding of Con Edison common stock to be 
34 shares, representing capital at today’s 
market about $800, which again indicated 
modest means. 

Does not this fact, that only 5 per cent of 
the stockholders are exclusively ours, em- 
phasize that we are in competition for favor 
with the stockholders of a large number of 
other companies? 


As one conclusion from these results, 
Mr. Sutton points out that utilities must 
be given opportunity to meet competi- 
tion for funds supplied by persons who 
are in the market for common stocks. 
This means ability to pay adequate divi- 
dends and a chance to increase such pay- 


ments. 
—G. M. W. 
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~The March of 
Events 


In General 


Power Systems Caution Users 


CONFERENCE of managers of public 
and private electric systems, con- 

ducted over long-distance telephone 
lines on June 11th, resulted in agreement 
that the power situation in the states of 
Oregon and Washington is again serious. 

E. R. Hoffman, Seattle City Light 
superintendent, said City Light had been 
compelled to reduce its contribution to 
the Northwest power pool from 75,000 
kilowatts to 55,000. Increased demands 
in Seattle, due to dark weather, required 
the reduction, Hoffman said. 

Representatives of Tacoma’s munici- 
pal system, the Puget Sound Power & 
Light Company, City Light, and Wash- 
ington Water Power Company in the 
state of Washington, and Oregon electric 
systems, said that the pool was “getting 
by” so far, but that all users of electricity 
should be warned against waste. 

Any breakdown in facilities will neces- 
sitate some steps to curtail use, Hoffman 
said. 


Tidelands Bill Voted Out by 
Committee 


HE Senate Judiciary Committee last 

month voted favorably (6 to 5) on 
the tidelands legislation and sent it to 
the floor. 

Senator E. H. Moore, Republican of 
Oklahoma, said it was too late for effec- 
tive legislative action at this session of 
Congress, but predicted the bill would 
have high priority in any special session 
or next year. 

Earlier, the GOP Senate conference— 
attended by all Republican members— 
had named tidelands as one of the issues 
on which it would like to act if time 
allowed. 

The bill would give states title and con- 
trol over their submerged coastal lands. 
It had been before the Judiciary Com- 
mittee for three months. The House has 
passed it. President Truman is consid- 
ered certain to veto the measure if it ever 
gets to him. 


> 


California 


Threatened Walkout Settled 


ps strike that threatened to tie up 
streetcars and busses of the Los An- 
geles Transit Lines was settled on June 
6th. Notices of the settlement were 
posted in all car houses, and telephone 
calls and other means of communication 
were used by the company and the union 
to instruct all men to report for duty as 

The agreement was reached after more 
than twelve hours of continuous negotia- 
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tions in which numerous proposals were 
advanced, to be rejected in whole or in 
part, before eventually the negotiators 
reached a common ground, 

Under the settlement, the employees 
will receive a flat 5-cent-an-hour, across- 
the-board raise, retroactive to June Ist. 
The negotiators also agreed on a pension 
plan and stated that they had agreed to 
arbitrate the question of a possible addi- 
tional increase up te 10 cents across the 
board. 
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Edison Accepts Franchise 


OMMONWEALTH EpIsoN COMPANY 
on June 11th announced its formal 
neceptance of the new 43-year franchise 
o continue supplying light and power in 
hicago. At the same time the utility dis- 
closed plans to market $50,000,000 of 
bonds as the first step in obtaining new 
funds for its expansion program. 

The bond offering, described as con- 
tingent “upon continuation of present 
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Company Ordered to Pay Tax 






HE Tennessee Gas & Transmission 
Company, Houston, Texas, was or- 
dered by the court of appeals on June 
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ssues §f sales made to four utilities in Kentucky. 

time Tennessee Gas protested against the 
tax on grounds that its contracts with the 

con- § four Kentucky gas companies were made 
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Gas Tax Enacted 


TS state legislature on June 7th en- 
acted an increase from one-half to 
one cent per thousand cubic feet in the 
state gas gathering tax, to yield an addi- 
tional $2,000,000 per year. 

The bill was one of six measures pro- 
viding for new and increased taxes en- 









Gas Rate Petition Denied 
PETITION of the Old Colony Gas 










THE MARCH OF EVENTS 


Illinois 


Company for rate increases to 


57 


the company has estimated it will need 
to carry out its 6-year $360,000,000 ex- 
pansion plan. The bonds will be offered 
for competitive bidding. 

Although the utility had thirty days in 
which to file notice accepting the fran- 
chise, it took action little more than 
twenty-four hours after Mayor Kennelly 
had affixed his signature to the document 
indicating final approval from the stand- 
point of the city. The council voted af- 
firmatively on the franchise late in May 
after more than eight months of hearings 
and debate. 


Kentucky 


Commission was within its powers to as- 
sess for taxation income derived from 
sales to the Kentucky firms. 

The case stemmed from Tennessee 
Gas’ payment of $474.73 on taxables it 
owned in Kentucky in 1945, The com- 
pany did not list receipts from gas sales 
to the four utilities. 

The commission then applied its ap- 
portionment factors to Tennessee Gas’ 
gross sales and ruled that it owed Ken- 
tucky an additional $836.51. 


Louisiana 


acted at the request of Governor Earl K. 
Long to produce approximately $75,000,- 
000 a year in new revenue to finance a 
program including veterans’ bonuses, in- 
creased and liberalized old-age pensions, 
a guaranteed minimum pay scale for 
school teachers, and more highway con- 
struction. . 


Massachusetts 


bring additional revenue of $59,000 a 
year was denied recently by the state 
public utilities commission, which said 
the company could file a new schedule, 
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effective as of June Ist, to bring $40,- 
000 in additional revenue. 

The company serves 18,300 customers 
in Abington, Braintree, Cohasset, Hing- 
ham, Hull, Rockland, Weymouth, and 
Whitman. The firm buys gas in bulk un- 
der contract from the Boston Consoli- 
dated Gas Company. 

Although granting that increased costs 
justified raising the rates charged by the 
company, the commission said that “after 
giving consideration to past earnings of 
the company, its rates, its financial con- 
dition, and its possibilities for the future, 
we are of the opinion that additional an- 
nual revenues of approximately $40,000 
should be sufficient.” 


Senate Defeats Transit Proposal 


A= that would have given the 
governor, with the consent of the 
executive council, power to seize any 
transportation system in the common- 
wealth to assure continuation of service 
was defeated in the state senate on June 
Ist. 

Senator Edward C. Peirce, of New 
Bedford, the sponsor, maintained the 
state legislature should not leave the state 
house without giving the governor emer- 
gency powers with which to act “when- 
ever stoppage or inadequate service is 
anticipated by negotiators or eminent 
domain.” 


Nebraska 


Only Miracle Will Avert 
Electricity Ration 


pore Val Peterson took part in 
cornerstone laying ceremonies of 
the Consumers Public Power District 
building at Kearney on June 11th. 

In a speech in connection with the cere- 
monies, the governor urged extension of 
rural electrification, and praised the 
steady growth and development of the 
Consumers system in the state. 


The governor told the Kearney audi- 
ence it would be a miracle if electricity 
were not rationed in the state within the 
next two years. He said 37 per cent of 
the state’s farmers are now served by 
electricity but that an effort must be made 
to provide service for al] but a small per- 
centage of farmers. He also expressed the 
hope Consumers would remain away 
from politics and that politicians would 
not seek to infiltrate into the power dis- 
trict organization. 


New Hampshire 


Utility Tax Proposal Approved 


EW HAmMpSHIRE’s State Constitu- 
tional Convention on June 3rd ap- 
proved for submission to the electorate 
at the fall election a proposal to allow 
taxation of public utilities at a special 
rate on electric energy generated or sold. 
In explaining the proposal to the con- 
vention, Judge John R. Spring, chairman 
of the state tax commission, had pointed 
out it would allow the state legislature to 
classify public utilities separately from 
other property and impose a gross re- 
ceipts tax, 
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He said that the physical property tax 
now levied on utilities by New Hamp- 
shire towns on a local basis is neither uni- 
form nor equitable and that the franchise 
tax, which is levied by the state on utili- 
ties, is “very difficult to administer” and 
brings in only about $170,000 a year. 

Chairman Spring said the state tax 
commission “is not advocating any par- 
ticular form of tax, but it is in favor of 
allowing the legislature to assess taxes on 
utilities in some new form, to broaden the 
statutes so that utilities can be taxed 
fairly and equitably.” 
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New York 


Court Denies Rate Application 


TATEN ISLAND Epison COMPANY won 
S another round in its rate fight with 
the state public service commission as 
New York Supreme Court Justice Isa- 
dore Bookstein last month declined an 
application of the commission for dis- 
missal of a suit by the utility to enjoin it 
from enforcing a rate order. 

Staten Island Edison contended that 


rates fixed by the commission were con- 
fiscatory. 

Justice Bookstein also held the trial 
court could determine whether to admit 
evidence other than that contained in the 
records of commission proceedings. He 
noted that the court of appeals had ruled 
a trial court could enjoin the rate orders 
of the commission if it believed, upon “a 
fair consideration of the record,” that 
the commission findings were wrong. 


2 
Ohio 


Gas Rates Raised under Final 
Order 


Cua Gas & Etectric Com- 
PANY’S gas rates will be increased 
by about another $250,000 to $300,000 
annually under terms of a final rate or- 
der recently issued by the state public 
utilities commission. 

This brings the total gas rate increase 
since the fall of 1947 to about $1,500,000 
a year, the commission last October 20th 
having granted the company about $1,- 


250,000 annually under an interim rate 
order. 

Earnings from the gas department 
after giving effect to the new rate in- 
crease will aggregate 6.44 per cent on 
the fair value of $18,000,000 which the 
city of Cincinnati has placed on the com- 
pany’s properties used in gas operations. 
This value also just about equals their 
original cost on the company’s books. 

The city will appeal the state commis- 
sion’s final order to the courts. 


Wisconsin 


Temporary Gas Rate Authorized 


T= Wisconsin Gas & Electric Com- 
pany, a Racine utility that serves 
part of Milwaukee and the lake shore 
area from Cudahy south to the state line, 
was authorized last month to make a 
temporary gas rate increase that will 
yield $85,500 more each month. Other 
areas served are Waukesha, Watertown, 
Jefferson, Fort Atkinson, Whitewater, 
and surrounding communities. 

The state public service commission, 
approving the temporary boost, said it 
would take time to determine whether the 
increase should be made permanent. The 
temporary allowance, it said, would allow 
the company to meet current bills, taxes, 
fixed interest charges, and dividend ob- 
ligations. 


Case Returned with Admonition 


ONSTITUTIONALITY of Wisconsin’s 

1947 legislation outlawing strikes 

in public utilities is a dead issue in the 

Dairyland Power Cooperative Case, Law- 

rence E. Gooding, chairman of the Wis- 

consin Employment Relations Board, 
said recently. 

Circuit Judge Alvin C. Reis, Madison, 
who injected this issue into the Dairy- 
land Case himself and declared the law 
unconstitutional, got it back from the su- 
preme court on June 9th with the ad- 
monition to confine his consideration and 
decision to the controversy before him. 

The high court said the sole issue be- 
fore him was whether the Dairyland co- 
op was a public utility, and that the issue 
of constitutionality had not been raised. 
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Progress of Regulation 


Apportionment Methods in Fixing 
Rates for Gas Utility 


g i~ Ohio commission sustained a 
complaint by a gas utility against 
rates fixed by city ordinance and held 
that rates producing a return of 4.3 per 
cent on a valuation based on reproduction 
cost less depreciation or 6.4 per cent on 
a valuation measured by book cost would 
not be unreasonable. 

Apportionment of operating expenses 
between the business transacted in the 
city and outside business was one of the 
problems before the commission. Trans- 
mission expense was held to be more con- 
sistent with the economics of operation of 
the system when distributed on a volume 
delivered basis, instead of a basis sug- 
gested by the city involving the use of two 
factors, mileage of transportation and 
demand or volume, 

Expenditures for labor, materials, and 
expenses for maintenance of customers’ 
appliances were allowed, since a like serv- 
ice was being furnished on appliances of 
all customers and such service promoted 
safe, efficient utilization of gas. 

Cost of distribution map and records 
was apportioned on the basis of the num- 
ber of customers served as the expense 
would be the same for a 2-inch line and 
a 12-inch line, and consideration of the 
size of the respective lines was not re- 
quired. 

Sales promotion expense was allocated 
on the basis of the number of customers. 
The city had suggested a volume basis. 
The commission noted that two custom- 
ers consumed 10.33 per cent and 14.39 
per cent, respectively, of the total gas 
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sold. It was said to be evident that the 
proper proportion of sales promotion ex- 
pense assignable to these two customers 
was much less than the percentages of 
total sales that their requirements rep- 
resented. 

An expenditure by the company for 
advertising and an outdoor neon sign was 
excluded because this payment was made 
for a company distributing gas refrigera- 
tors and gas-fired air-conditioning equip- 
ment, The record failed to disclose any 
testimony as to benefits to the utility or 
the users of service. 

Legal expenses incident to a civil suit 
arising from certain management policies 
when the company was a subsidiary of 
a holding company were disallowed. The 
commission said that these costs were 
not attributable to furnishing service but 
arose through policy of management, 

Company expenditures for association 
dues and donations were not thought to 
be excessive but confined to reasonable 
amounts, which were matters within the 
discretion of management. They were 
allowed. ‘ 

Allowance was made for a payment 
to engineers for preparing a valuation 
submitted to the city in negotiations rela- 
tive to gas rates prior to hearings before 
the commission. 

Allowance was also made for the ex- 
pense of registrar services, transfer agent 
and disbursing agent services and ex- 
penses, trustee service and expenses, 
printing of the annual report to stock- 
holders and the printing of other reports. 
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The commission disapproved a pro- 
posal to determine a fair return without 
regard to the fair value of property, 
which was said to be the statutory basis. 
The proposal was to determine bond in- 
terest and preferred stock dividend re- 
quirements and then to add to this a re- 
turn of 8.75 per cent on the common stock 
equity. 


e 


The commission noted that the legis- 
lature has specifically set forth the 
methods and principles to be followed 
in rate making. The law provides that 
there shall be a determination of fair 
value, which shall be the cost of repro- 
duction new less observed depreciation. 
Cincinnati Gas & Electric Co. v. City of 
Cincinnati (Nos. 12,603, 13,158). 


Inflation Adjustment Clause in Retail 
Rate Schedule Disapproved 


HE Georgia commission prescribed 

rate increases for the Georgia 
Power & Light Company, although it 
disapproved of some specific revisions 
proposed by the company. 

Only 37.3 per cent of the company’s 
total capitalization was represented in 
equity funds, while 62.7 per cent consti- 
tuted long-term debt. With this rela- 
tively high ratio of debt money, the com- 
mission said, it was necessary to provide 
a higher rate of return on the equity capi- 
tal than would be required if the equity 
funds represented a larger percentage of 
total capital structure. 

An earning requirement representing 
a return of about 6 per cent on the com- 
pany’s net investment based on actual 
depreciation reserve was found. This 
earning requirement also constituted 5.55 
per cent of net investment based on the 
depreciation reserve accumulated 
through operating expense charges. The 
commission believed that these rates of 
return were reasonable. Furthermore, the 
commission held, an 8 per cent return on 
equity capital for the capitalization of the 
company, in addition to interest require- 
ments on long-term debt, provided the 
company with sufficient net revenue. 

The company requested authorization 
to incorporate a fuel adjustment charge 
in its general industrial rate schedules, 
as well as in the rates applicable to whole- 
sale power deliveries to municipalities 
and REA codperatives for resale. A fuel 
adjustment factor of approximately .013 
cents per kilowatt hour delivered for each 
5 cents per barrel variation in the fuel 
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oil price was deemed reasonable and ade- 
quate, 

Concerning the company’s request for 
authority to incorporate an inflation ad- 
justment clause in its general residential 
and commercial rate schedules, the com- 
mission said : 


It is apparent that the application of the 
proposed inflation clause would result in 
variations in the retail rate schedules of the 
company from month to month if the cost 
of oil should fluctuate from time to time. 
The record indicates that the cost of oil has 
varied recently over a wide range, and it 
is questionable whether the so-called retail 
rates of a utility should be in a continuing 
state of flux as a result of the application 
of an inflation clause of fuel adjustment fac- 
tor. 

It has been customary in many juris- 
dictions to incorporate an adjustment for 
cost of fuel in the general wholesale and 
industrial rate schedules, but it is certainly 
unusual to find adjustment factors based on 
fuel cost contained in retail rates of public 
utilities. It is believed that to incorporate 
such a factor in the retail rates of the com- 
pany would confuse the ratepayers as to 
the basis of the charges for service or as 
to the relative levels of bills for service 
when one month is compared to another. 
For these reasons a flat 10 per cent upward 
adjustment will be made in the general resi- 
dential and commercial rate edules and 
this adjustment will be reviewed from time 
to time by the commission to see if it should 
be revised downward as a result of lower 
cost of fuel oil in the future. The base 
rate will not be revised but this order will 
authorize the addition of a 10 per cent sur- 
charge to the calculated gross bill and a 10 
per cent surcharge to the calculated net bill 
under the present rates to compensate the 
company for the added costs of fuel in the 
generation of electric power for the utiliza- 
tion of retail consumers. 
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Incorporation of a fuel adjustment 
clause in all wholesale rate schedules for 
power deliveries, including deliveries to 
municipalities and REA cooperatives for 
distribution and resale, was rejected by 


the commission, It held that it was in- 


equitable to provide a new scale of whole- 
sale rates which would require the munic- 
ipalities and codperatives to increase 
their retail rates more than the company 


e 


proposed to raise its own retail power 
rates. 

In a companion case the commission 
held that it is equitable to relate the fuel 
adjustment factor to total power supply 
to the system. Re Georgia Power 
Light Co. (File No. 19313, Docket No. 
8876-A); Re Georgia Power & Light 
Co. (File No. 19313, Docket No. 
8823-A). 


Gas Curtailment for Space Heating Enjoined 


JUDGMENT permanently enjoining 
the East Ohio Gas Company from 
enforcing a company rule restricting the 
use of natural gas for space-heating 
purposes, contrary to the terms of a con- 
tract between the company and a munici- 
pality, has been affirmed by the supreme 
court of Ohio, 
Before the adoption of the service cur- 
tailment rule the company had accepted 
an ordinance providing for the fur- 


nishing of gas to the municipality and 
its inhabitants. The court held that this 
acceptance by the company created a con- 
tract between it and the municipality and 
that the rights and duties established by 
this contract were binding on both par- 
ties. The record in this case disclosed only 


a formal approval by the commission of 
the proposed rule, made without hearing 
or findings by the commission as to its 
reasonableness. The lower court held that 
the mere filing of the rule with the com- 
mission did not as a matter of law affect 
the contract or nullify the rights and 
duties of the parties involved. 

The company, the court held, cannot 
be permitted to alter the provisions in the 
city contract by the mere filing of a rule, 
although formally approved by the com- 
mission. The court believed that before 
adoption of the rule there should have 
been notice to the city and its inhabitants 
and a hearing as to the necessity of the 
service curtailment rule. Newman v. East 
Ohio Gas Co. et al, 78 NE2d 897. 


Presidential Control Limits Review of CAB Orders 


ie E United States Supreme Court 
reversed a lower court order de- 
nying a motion to dismiss an appeal by 
an unsuccessful applicant for an air car- 
rier certificate. 

Justice Jackson, in the majority opin- 
ion, considered the fact that approval by 
the President is required before a Civil 
Aeronautics Board decision becomes 
final as indicating that no judicial review 
is possible. 

Presidential control over such orders, 
the court said, is not limited to a negative 
but is a positive and detailed control over 
the board’s decisions, unparalleled in the 
history of American administrative 


bodies. 
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The lower court’s belief that judicial 
review and presidential action were com- 
patible and that a CAB order might be 
reviewed by the court before reaching 
the President was exploded by Justice 
Jackson in these words: 


The legal incongruity of interposing judi- 
cial review between the action by the board 
and that by the President is as great as the 
practical disadvantages. The latter arise 
chiefly from the inevitable delay and obstruc- 
tion in the midst of the administrative pro- 
ceedings. The former arises from the fact 
that until the President acts there is no final 
administrative determination to review. The 
statute would hardly have forbidden publi- 
cation before submission if it had contem- 
plated interposition of the courts at this in- 
termediate stage. Nor could it have expected 
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the courts to stay the President’s hand after 
submission while they deliberate on the in- 
choate determination. 


Nor was the threat to national security, 
vhich the lower court’s position created, 
bverlooked by the Supreme Court. It 
onsidered intolerable the suggestion 
hat the decision of the President, who 
as available intelligence services whose 
reports neither are nor ought to be pub- 
ished, could be nullified by courts with- 
ut relevant information. Even if full 
lisclosure could be required, the court 
ointed out that decisions as to foreign 
policy are political and not judicial. 


It concluded by stating as follows: 


Such decisions are wholly confided by our 
Constitution to the political departments of 
the government, executive and legislative. 
They are delicate, complex, and involve large 
elements of prophecy. They are and should 
be undertaken only by those directly re- 
sponsible to the people whose welfare they 
advance or imperil. They are decisions of a 
kind for which the judiciary has neither 
aptitude, facilities, nor responsibility and 
have long been held to belong in the domain 
of political power not subject to judicial in- 
trusion or inquiry. 


Chicago & Southern Air Lines, Inc. v. 


~re Steamship Corp. (Nos. 78, 


e 


Contract Carriers May Not Link Operating Rights 


Ta complaint of a motor carrier 
against a competing contract car- 
rier’s request for permission to place in- 
to effect a new schedule of through rates 
was sustained by the Indiana commis- 
sion. 

The basis of the complaint was that 
the new rates were through rates be- 
tween localities which the contract car- 
rier had no authority to serve. The com- 
plaint further stated that contract car- 
riers operating under two or more per- 
mits cannot operate between points au- 
thorized in one permit on the one hand 
and points authorized in another permit 
on the other, and establish through rates 
for such movements. 


To a claim by the contract carrier that 
he had been operating in the very 
manner complained of for some years 
past the commission replied : 

However, the conducting of operations in 
the past cannot legally confer any vested 
rights in respondent to continue such opera- 
tions if the commission finds such opera- 
tions were beyond the scope of respond- 
ent’s operating authority. 


The commission, in rejecting the new 
schedule, ruled that no statutory privi- 
lege is accorded to contract carriers to 
tack routes authorized under one cer- 
tificate to routes authorized under other 
certificates. Re Commercial Motor 
Freight, Inc. et al. (No. 19714). 


e 


Route Carrier Certificate Revoked for 
Illegal Taxicab Operations 


HE Massachusetts Department of 

Public Utilities revoked a motor 
carrier certificate where the carrier in- 
stead of operating a route service had 
conducted operations similar to those of 
a taxicab. 

The carrier’s certificate permitted it to 
operate to and from a downtown hotel 
and the airport. The evidence indicated 
that the carrier had loaded its vehicles at 
the airport with passengers going to al- 
most any place within the city and then 
dropped them at their chosen destina- 


tions without regard for the limitations 
contained in its certificate. 

The department made it clear that it 
realized that so far as the operations of 
the carrier were those of a taxicab, the 
police commissioner had paramount 
jurisdiction but expressed its desire to 
forbid the carrier from using its certifi- 
cate as a justification for an operation of 
at least questionable legality. 

The department described a taxicab 
license which the carrier had received 
from a near-by town as a “subterfuge 


JULY 1, 1948 





PUBLIC UTILITIES FORTNIGHTLY 


. adopted in order to enable [it] to line 
its pockets at the expense of legitimate 


licensed taxicabs.” Re Sutcliffe Transp. 
Co. (DPU 7990). 


e 


Long-continued Practice Does Not Justify 
Unauthorized Operation 


MOTOR Carrier serving communities 
not covered by its certificate was 
ordered by the Indiana Commission to 
end such operations. The company had 
for many years served the community, 
and it contended that to require it to cease 
such service would deprive it of valuable 
rights, and the affected cornmunities of 
needed service. 
The commission replied: 
Private endeavors do not ripen into 
vested rights against the state. As to the ren- 
dition of service to the two communities, if 


proof of public convenience and necessity 
support the need for such service, that fact 


can be determined by application therefor 
and hearing thereon in due course. Since 
the respondent has rendered such service to 
those communities over a period of years it 
is indicative that such service has been sup- 
ported by the fact of public convenience and 
necessity. 


The commission observed that revoca- 
tion of the carrier’s certificates was not 
seriously demanded by complainants, 
and believed that action would be un- 
warranted as unduly drastic and clearly 
out of proportion to the offenses com- | 
mitted. Re American Transport Co. (No. 
1842-A, 3, 4, and 5). 


& 


Truck Lease Terminated As Unauthorized 
Transfer of Permit 


Qe Louisiana commission, in con- 
sidering a lease arrangement be- 
tween a contract carrier and several truck 
owners, found that the true relationship 
constituted an illegal transfer of operat- 
ing rights and ordered the carrier to 
terminate the operating agreement be- 
tween the carriers. 

The arrangement between the permit 
holder and the truck owners was that the 
certificate holder would accept freight, 
receipt for it, and hold himself responsi- 
ble for its delivery. He would then col- 
lect freight charges, retain 10 per cent 
of gross earnings of each truck, and re- 
mit the remaining 90 per cent, less ex- 
penses, to the truck owner. 


The commission ruled that despite the 
fact that the permit holder signed the 
bills and collected the charges, and so far 
as the shippers knew was the carrier, in 
actual fact the truck owners physitally 
transported the freight, ultimately de- 
frayed operating costs, and paid the per- 
mit holder 10 per cent of gross earnings 
in return for his services, the most im- 
portant of which was the supplying of 
the right to operate. 

The arrangement, thé commission de- 
cided in ordering its termination, consti- 
tuted a transfer of operating rights with- 
out official sanction. Louisiana Pub. 
Service Commission v. Seither (No. 
4797, Order No. 4790). 


e 


Improvement Association Must Show Customer 
Interest in Attack on Rates 


HE East Elkins Park Improvement 
Association complained to the Penn- 
sylvania commission that increased rates 
of a water company were unfair. It had 
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a large membership and at a general 
meeting the members had unanimously 
voted that the complaint be filed, The 
complaint did not say in what way the 
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association or its members would be af- 
fected by the rates. 

The commission did not think it should 
dismiss the complaint merely because 
customer interest had not been shown, 
although the statements in the complaint 
were insufficient. It allowed the as- 
sociation time to amend its complaint 
to show its interest in the subject matter 
and its charter purpose. The commission 
said : 

There is no allegation that the incorporated 


association is a consumer, nor is there any 
express allegation that any or all of the 
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members of the association are consumers. 
Although it is true that a corporation has 
a legal existence separate from that of its 
members, we feel that a group of persons 
who may be injured individually by the ac- 
tion of a utility should be permitted to band 
together in an association, incorporated or 
unincorporated, to protect their individual 
interests. Assuming that the members are 
consumers and the association is not, we 
would bar this association’s participation 
only if its charter purpose does not encom- 
pass or contemplate such action, 


East Elkins Park Improvement Asso. v. 


Philadelphia Suburban Water Co. (Com- 
plaint Docket No, 14343). 


Refusal to Pay Disputed Bill Not Good Reason 
For Service Denial 


HE application by a former sub- 

scriber of a telephone company for 
an order directing the company to estab- 
lish service to his home was granted by 
the Pennsylvania commission. The com- 
pany had refused service on the ground 
that the subscriber owed a bill covering 
five years’ service prior to discontinuance 
and that service to him would require 
considerable construction and would be 
rendered at a distinct loss, 

The record indicated that the sub- 
scriber had made payments for his serv- 
ice to a lineman of the company. The 
utility insisted that no one other than the 
treasurer was authorized to accept pay- 
ment and that the lineman had not turned 
over any money to the treasurer, The 
commission rejected this claim after wit- 
nesses testified that the town bank, the 


company, board of directors, the tele- 
phone operator, the company’s secretary, 
and several linemen had accepted pay- 
ment. 

The commission found that the com- 
pany had been exceedingly lax in its 
collection practices and that there was 
no reason why in the proceeding at hand 
a decision would have to be made as to 
whether or not the bill was owing. The 
commission pointed out that there was no 
evidence to show that service would be 
rendered to the applicant at a loss. On the 
contrary, a company witness had ad- 
mitted that the company’s refusal to serve 
was because of the applicant’s refusal to 
pay the disputed bill. The commission did 
not consider this an adequate basis. 
Shuler v. Blacktown Teleph. Co. (Com- 
plaint Docket No. 14213). 


e 


Other Important Rulings 


TS Federal Circuit Court of Ap- 
peals held that upon affirming an or- 
der of the Federal Power Commission 
reducing gas rates the only order it could 
enter, with respect to excess funds de- 
posited in court under a stay order, was 
one directing distribution to the pipe-line 
companies from which the overcharges 
had been collected under the stay order, 
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and that it could not order distribution to 
the various classes of ultimate consumers 
of gas. Interstate Nat. Gas Co., Inc. v. 
Federal Power Commission et al, 166 
F2d 796. 


The Wisconsin commission authorized 
a telephone company, borrowing money 
from its parent company in order to pur- 
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chase properties from an affiliate, to issue 
a demand note to evidence the borrowing, 
but provided that the note should be paid 
within one year from date of issuance ; 
otherwise, if the note should remain out- 
standing after one year from date of is- 
suance, it would be void by operation of 
law. Re Farmers Newv Era Teleph. Co. 
2-U-2701). 


The Wisconsin commission ordered a 
telephone company to extend service to 
a residence located at the extreme edge 
of the exchange area boundary line of 
that company and one serving the adjoin- 
ing territory, where the company could 
furnish the service with an extension of 
only about eight spans of wire on elec- 
tric poles, the extension would not dupli- 
cate any existing plant of the neighbor- 
ing company, and all of the customer’s 
business and social interests were cen- 
tered in the exchange area of the extend- 
ing company. Kurtz v. Commonwealth 
Teleph. Co. et al, 2-U-2630. 


An application of the owner of a toll 
circuit connecting the exchanges of two 
telephone companies for authority to in- 
crease rates was dismissed by the Wis- 
consin commission on the ground that the 
company was not a public utility subject 
to its jurisdiction, The commission found 
that the applicant had no subscribers and 
that its revenues consisted only of com- 
pensation from the two companies own- 
ing the exchanges. Re Farmers Toll Line 
Teleph. Co. (2-U-2677). 


The New York commission held that 
in ordering a grade-crossing elimination 
it may reserve the question of railroad 
improvements until after the elimination 
work is completed. This ruling was made 
in view of a holding of the New York 
Court of Appeals that a railroad company 
is not entitled to a determination of the 
question of improvements in advance of 
construction. Re Long Island R. Co. 
(Case Nos. 4670, 7829, 10189, 4671, 
7282, 7276). 
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WISCONSIN SUPREME COURT 


Commonwealth Telephone Company 


Vv. 


Public Service Commission of Wisconsin 


No. 184 
— Wis —, — NW2d — 
May 11, 1948 


PPEAL from judgment of Circuit Court for Dane county 
A reversing order of Commission fixing telephone rates; 
judgment affirmed. For lower court decision, see (1947) 71 
PUR NS 65, and for Commission decision, see (1947) 70 

PUR NS 5. 


Rates, § 650 — Necessary findings. 


1. The Commission, in fixing rates, must file findings of fact which em- 
brace the essentials upon which it bases the reasonableness of its rate order, 


p. 98. 


Rates, § 124 — Determination — Annual net profits. 
2. A Commission finding that a certain amount of dollars represents a rea- 
sonable profit for a public utility company, without making specific findings 
of the relevant facts and circumstances, results in a rate order which is 


arbitrary and unlawful, p. 98. 


Action to review the order of the 
Public Service Commission of Wis- 
consin fixing rates of the Common- 
wealth Telephone Company for the 
Two Rivers area. The trial court de- 
termined the order to be in excess of 
the statutory authority and jurisdic- 
tion of the Commission and entered 
judgment reversing the order. 

Upon the application of the city of 
Two Rivers the Public Service Com- 
mission held hearings on the telephone 
rates of the Commonwealth Telephone 
Company. At the conclusion of the 
hearings the Commission filed its opin- 
ion (70 PUR NS 5, 16) in which it 


[7] 


* 


tabulated operating revenues, operat- 
ing expenses and net operating income 
or profits for the years 1942-1946, 
showing the profits to have ranged be- 
tween $19,831.67 in 1943 and $16,- 
283.46 in 1945. It then set up a sched- 
ule of rates calculated to produce a net 
income of $12,500, and found as find- 
ings of fact : 

“1. That the existing rates appli- 
cable to the service furnished by Com- 
monwealth Telephone Company by 
and through the facilities of its Two 
Rivers exchange afford an excessive 
profit to said utility and are therefore 
unreasonable. 
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“2. That the rates herein prescribed 
for such service are just and reason- 
able.” 

The trial court held that the order 
of the Commission is arbitrary and 
capricious and that the Commonwealth 
Telephone Company is entitled to 
judgment reversing the order. The 
Commission brings this appeal. 


HuGuHeEs, J.: 

[1,2] The principal question raised 
by this appeal is whether the Commis- 
sion must file findings of fact which 
embrace the essentials upon which it 
bases the reasonableness of its rate or- 
der. 

Section 227.13, Wis Stats provides: 
“Every decision of an agency in a con- 
tested case shall be in writing accom- 
panied by findings of fact and conclu- 
sions of law. The findings of fact 
shall consist of a concise and separate 
statement of the ultimate conclusions 
upon each contested issue of fact with- 
out recital of evidence.” 

The Commission contends that its 
statement of facts is concise and suf- 
ficient. In the opinion filed by the 
Commission with its order it stated: 

of" There will be a determina- 
tion and finding of neither a rate base 
nor of a rate of return for the purposes 
of this proceeding. That is not to say, 
however, that the rates herein pre- 
scribed will be arrived at by guess work 
or the mere application of an intuitive 
sense of justice. While the rates so 
prescribed are in no sense the math- 
ematical or other result of the applica- 
tion of any formula or combination of 
formulas, there are certain considera- 
tions which constitute the essential 
basis for the prescription of rates as 
herein made. Those considerations 
are: 
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“(1) An estimate of the reasonable 
future cost incurred in the furnishing 
of such service as the public may rea- 
sonably be expected to demand from 
the utility here involved. 

“(2) The value of any class of that 
utility’s service, where that value con- 
stitutes the limitation upon and prac- 
tical equivalent of the rates charged 
therefor. 

“(3) A reasonable profit which it 
is proper for the utility to enjoy under 
all relevant facts and circumstances.” 
(70 PUR NS at pp. 10, 11). 

The Commission relies upon Fed- 
eral Power Commission v. Hope Nat. 
Gas Co. (1944) 320 US 591, 596- 
599, 88 L ed 333, 51 PUR NS 193, 
196-198, 64 S Ct 281, as authority for 
its new departure. The opinion of 
the court recites : 

“The Commission established an in- 
terstate rate base of $33,712,526 
which, it found, represented the ‘ac- 
tual legitimate cost’ of the company’s 
interstate property less depletion and 
depreciation and plus unoperated acre- 
age, working capital and future net 
capital additions. The Commission, 
beginnnig with book cost, made cer- 
tain adjustments not necessary to re- 
late here and found the ‘actual legiti- 
mate cost’ of the plant in interstate 
service to be $51,957,416, as of De- 
cember 31, 1940. It deducted accrued 
depletion and depreciation, which it 
found to be $22,328,016 on an ‘eco- 
nomic-service-life’ basis. And it added 
$1,392,021 for future net capital addi- 
tions, $566,105 for useful unoperated 
acreage, and $2,125,000 for working 
capital. It used 1940 as a test year to 
estimate future revenues and expenses. 
It allowed over $16,000,000 as annual 
operating expenses—about $1,300,000 
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for taxes, $1,460,000 for depletion and 
depreciation, $600,000 for exploration 
and development costs, $8,500,000 for 
gas purchased. The Commission al- 
lowed a net increase of $421,160 over 
1940 operating expenses, which 
amount was to take care of future in- 
crease in wages, in West Virginia 
property taxes, and in exploration and 
development costs. The total amount 
of deductions allowed from interstate 
revenues was $13,495,584. 

“In determining the amount of ac- 
crued depletion and depreciation the 
Commission, following Lindheimer v. 
Illinois Bell Teleph. Co. (1934) 292 
US 151, 167-169, 78 L ed 1182, 3 
PUR NS 337, 54 S Ct 658; Federal 
Power Commission v. Natural Gas 
Pipeline Co. (1942) 315 US 575, 
592, 593, 86 L ed 1037, 42 PUR NS 
129, 62 S Ct 736, based its computa- 
tion on ‘actual legitimate cost.’ It 
found that Hope during the years when 
its business was not under regulation 
did not observe ‘sound depreciation 
and depletion practices’ but ‘actually 
accumulated an excessive reserve’ of 
about $46,000,000. 

“Hope contended that it should be 
allowed a return of not less than 8 per 
cent. The Commission found that an 
8 per cent return would be unreason- 
able but that 64 per cent was a fair 
rate of return. That rate of return, 
applied to the rate base of $33,712,526, 
would produce $2,191,314 annually, 
as compared with the present income 
of not less than $5,801,171.” 

From that recital of facts it appears 
that the Federal Power Commission 
had at least some basis upon which 
it was figuring the fair return for the 
Hope Gas Company. The Public 
Service Commission in this case ap- 
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pears to have carried the theory which 
it spelled out of the Hope Case, supra, 
several steps further, and determined 
to keep the entire basis a secret. 

The Commission’s order in this case 
was appropriately termed by the trial 
court to be arbitrary and unlawful. 
The inherent fallacy in the Commis- 
sion’s proceeding appears from its own 
opinion. It set out as the third element 
to be considered by it “A reasonable 
profit which it is proper for the utility 
to enjoy under all relevant facts and 
circumstances.” (70 PURNS at p. 
11). The order says that the rates 
established will produce $12,500 of 
profits per annum. 

How can the Commission or the 
reviewing court or the utility or the 
public determine whether the profit is 
proper unless the Commission makes 
specific findings of the “relevant facts 
and circumstances”? The Commis- 
sion must determine what those are 
and set them forth as required by law. 
Those essential facts which control 
each case will then determine the rate 
base. 

If the rule were otherwise, the 
courts would have no rule to apply 
upon review, and the Commission 
could on rehearing in this same case 
a year hence determine that the 
present rate is unreasonable and that 
$25,000 of profits would be reasonable 
for the company to enjoy; and the 
consumers would then be bound by 
the Commission’s abstract conclusion 
of “reasonableness.” It was not the 
intention of the legislature to bestow 
such arbitrary powers upon the Com- 
mission, and nothing in the statutes 
can be so construed. 

No purpose would be served by 
pointing out to the Commission the 
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methods to be employed by it on a The present method of the Commis- 
future hearing; the trial court detailed sion is improper and must be aban- 
objections to the procedure adopted by doned. 

the Commission. Judgment affirmed. 





OREGON PUBLIC UTILITIES COMMISSIONER 


Re Pacific Telephone & Telegraph 
Company 


U-F-1277, P.U.C. Oregon Order No. 19034 
January 8, 1948 


fp giestccetage of rate structure of telephone and telegraph 
company; rate increase authorized. 


Valuation, § 15 — Commission authority to revalue. 
1. The Commission has authority to revalue the property of a utility from 
time to time as it sees fit, p. 107. 


Valuation, § 21 — Components of utility rate base. 
2. The components of a rate base of a telephone utility are: (1) average 
original cost of plant and equipment, (2) property held for future use, (3) 
acquisition adjustment, (4) materials and supplies, and (5) working capital, 
p. 107. 


Valuation, § 36 — Rate base — Method of determination. 
3. The rate base to be employed in a proceeding involving a telephone rate 
increase should be determined by deducting the average reserve for depre- 
ciation and amortization from the total of the average original cost of plant 
and equipment, property held for future use, acquisition adjustment, ma- 
terials and supplies, and allowance for working capital, p. 107. 


Valuation, § 39 — Reproduction cost — Telephone utility. 
4. A determination of the reproduction cost of a telephone utility by esti- 
mating the cost of building or reproducing its present plant under the 
methods of construction used when the plant was first constructed, with an 
estimate of the hours of labor required at present wage rates, is inaccurate 
and of little value where the utility would, under no circumstances, actually 
attempt to rebuild the plant by any such method, p. 107. 


Valuation, § 287 — Definition of working capital. 
5. Working capital is the amount of cash required for the payment of operat- 
ing expenses incurred before operating revenues are sufficient to pay such 
expenses, plus an allowance for materials and supplies, p. 108. 


Valuation, § 317 — Working capital — Telephone plant — Percentage of operat- 
ing expenses. 
6. An allowance of 1/18 of the annual operating expenses of a telephone 
73 PUR NS 100 
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RE PACIFIC TELEPHONE & TELEGRAPH CO. 


company, excluding depreciation and taxes plus materials and supplies, was 
considered sufficient for working capital, p. 108. 


Expenses, § 87 — Payments to nation-wide system. 
7. The actual cost of services rendered by a nation-wide telephone com- 
pany to a local company, which services are necessary and of value to a 
local company, is allowable in a proceeding to determine the revenue needs 
of the local company, provided such cost is not in excess of what the local 
company would be required to pay for such services if furnished by agencies 
outside the nation-wide system or performed by itself, p. 110. 


Depreciation, § 77 — Telephone company — Reasonable rate. 
8. An annual composite rate of 3.71 per cent for all plant accounts was 
considered a reasonable depreciation allowance for a telephone company, 
p. 113. 


Apportionment, § 14 — Federal income tax — Interstate company — Allocation 
to state operation. 
9. A telephone company’s proposal to apportion Federal income tax lia- 
bility among the states in which it operates on the basis of net plant, interest 
on borrowed capital, and debt expense is not a logical and acceptable method, 
since it assumes that the borrowed capital and capital secured from the sale 
of preferred stock have been equally invested in plant by states, p. 113. 


Rates, § 555 — Telephones — Wall and desk set differential. 
10. Differentials between wall and desk telephone service should not be 
eliminated on installations already in use, although a uniform charge may 
be made for new wall and desk installations, provided the company is pre- 
pared to supply desk sets to all who wish them, p. 118. 


Security issues, § 109 — Permissible stock issues — Effect of economic conditions. 
Statement that under present economic and money market conditions a pre- 
ferred stock issue carrying equal voting rights with common and being 6 
per cent cumulative, noncallable, and preferred as to assets, would not be 
permitted, since capital can be obtained on much more favorable conditions, 
p. 105. 

Security issues, § 5 — Burdensome preferential stock — Obligation of officials to 

recall, 
Statement that telephone company officials should exert every means of 
relieving the corporation from the burden of an unduly preferential stock 
issue by recalling the issue and reissuing it on more favorable terms, p. 106. 


Valuation, § 39 — Reproduction cost — Effect on determination of value. 
Statement that in determining value of utility property, reproduction cost 
new, like original cost, is not necessarily controlling but is entitled to fair 
consideration, p. 107. 


Apportionment, § 7 — Telephone company — Allocation of cost — Intrastate and 
interstate operations. 

Statement that where the major portion of a telephone company’s plant is 

used interchangeably and even simultaneously in rendering intrastate and 

interstate services, a uniform method of cost allocation between intrastate 

and interstate operations acceptable to both state and Federal regulatory 
authorities is essential, p. 112. 
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Discrimination, § 166 — Telephone exchanges — Need for regrouping. 
Statement that the exchanges of a telephone company within a state should 
be regrouped where a failure to reclassify communities into their proper 
exchanges would result in gross inequities between the various exchanges 
throughout the state, p. 117. 

Rates, § 582 — Intrastate toll increase — Limitations. 

Statement that no intrastate toll rates should be allowed which would widen 
an already existing disparity between intrastate and interstate toll charges, 
p. 118. 


¥ 


Introduction 


FLacc, Commissioner: The finan- 
cial and operating characteristics of 
the Pacific Telephone and Telegraph 
Company creates many and varied 
problems that are not present in the 
regulation and rate making for any 
other utility operating in this state. 
The American Telephone and Tele- 
graph Company through ownership of 
approximately nine-tenths of Pacific’s 
common stock and slightly less of the 
preferred in the final analysis has com- 
plete control of its subsidiary, Pacific, 
and also controls through complete 
ownership its long lines department, 
furnishing nation-wide long-distance 
service; the Western Electric Compa- 
ny, manufacturer of supplies and equip- 
ment for Pacific, and the Bell labora- 
tories, carrying on research for the 
Bell System and its many subsidiaries, 
including Pacific. This corporate and 
financial structure has been erected and 
maintained by the parent company, and 
with it must be lodged responsibility 
for the confused situation which has 
been created. 

The present license contract, based 
on a percentage of gross revenues of 
the subsidiary company, is clearly the 
outgrowth of the original agreement 
which licensed valuable patents and the 
use of instruments, and is based on the 
presumption that the parent company 
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renders service of value equal to the 
charges. This may or may not be so; 
but it is certain that the percentage 
basis for costs of this service is un- 
sound, and that all payments from 
Pacific to the parent company should 
be based on actual cost and a definite 
itemization of services desired by local 
management and furnished by Ameri- 
can. 

Unlike other companies that buy 
their instruments and equipment in the 
open competitive market, Western 
Electric, American subsidiary, sup- 
plies Pacific. Charges for all such 
services and profits that have accrued 
are now under thorough investigation 
nationally by a committee appointed by 
the National Association of Railroad 
and Utilities Commissioners. 

While the long lines department of 
American does not enter the state of 
Oregon, expenses and revenue of inter- 
state service affecting this state are in- 
cluded in a pool, and allocated back on 
a carefully worked out formula. This 
formula, as the result of investigation 
by a joint committee of the Federal 
Communications Commission and the 
NARUC, has recently been revised in 
such manner as to bring about an addi- 
tional substantial allocation to Oregon 
intrastate operating income. This ac- 
tion was of value to Oregon users of 
exchange and intrastate toll service. 
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These are matters that should be sub- 
ject to continued investigation and re- 
search. However, inclusion of Pa- 
cific’s revenues from interstate opera- 
tions in this pool is in accordance with 
orders of the Federal Communications 
Commission. 

In the present proceeding a great 
step toward establishing a sound basis 
for rate making has been made in 
working out a rate base and the estab- 
lishing of the amount of depreciation 
to be allocated by Pacific to its Oregon 
property. While there may still be 
some slight differences of opinion in 
this respect, Pacific has been codpera- 
tive, and the situation is much im- 
proved. 

Oregon operations have been unduly 
penalized in the allocation of Federal 
taxes over the past few years. A new 
formula has been worked out for 


handling this allocation which will 


prove more equitable. 

In contrast to other utility service 
where all users use a commou source 
of supply, a telephone company must 
have plant available for reservation to 
the individual user for such length of 
time as needed without undue delay or 
interruption. 

Providing such a service necessitates 
the use of sound business judgment in 
the determination of the growth of 
separate communities and areas served 
and the general business and economic 
conditions. 

In this proceeding company officials 
have est'mated that large sums of 
money must be expended to bring 
about the construction that will be 
necessary to properly serve its custom- 
ers, due to the growth of Oregon popu- 
lation and to furnish them with the 
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improvements that have developed in 
communications service. 

On the other hand, when requested 
to furnish estimates of the income to 
be derived from such construction and 
growth, these same officials uniformly 
refused to make an estimate or offer 
any information as to what the com- 
pany’s revenue would be in future years 
based on this expansion and growth, 
the only explanation being that it was 
impossible to make such estimates with 
any degree of accuracy. The general 
attitude was that a great deal of new 
plant must be built, a great deal of 
money expended, but that no figures 
could or would be furnished as to the 
return to be expected from such expen- 
ditures. 

This unwillingness or inability on 
the part of the company’s officials to 
project operations into the future 
makes the determination of the issues 
in this proceeding exceedingly dif- 
ficult. 

It would appear to be advisable due 
to this fact not to make and enter a 
final order in this proceeding at this 
time, but to grant such temporary or 
interim relief as might be found neces- 
sary and to keep this proceeding open 
for revision from time to time as cir- 
cumstances seem to warrant. How- 
ever, the sections of the Statute (112- 
4134, 112-4135, Or. Code of Laws 
Anno.), under which the application 
was filed allows a maximum period 
of six months to determine the matter 
by granting the rates requested, deny- 
ing them in total, or granting them in 
part. 

In view of the rapid change in our 
general economic conditions and the 
inability of the company to produce 
accurate estimates it will no doubt be 
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necessary for some adjustments to be 
made in the foreseeable future. Noth- 
ing contained in this order shall be in- 
terpreted as prejudicing the right of 
the company or any participant herein 
to apply for such other relief or adjust- 
ments as the circumstances then exist- 
ing seem to warrant. 


The Proceedings 


The following appearances are of 
record herein : 

Paul L. Boley, and Fletcher Rock- 
wood of the Firm of Hart, Spencer, 
McCulloch and Rockwood, Portland, 
appearing for the company; George 
Neuner, Attorney General of the state 
of Oregon, by Rex Kimmell and E. L. 
Graham, Assistant Attorneys General ; 
Alex Brown, City Attorney of the city 
of Portland, by Edgar L. Martin and 
Marian C. Rushing, Deputy City At- 
torneys, of the city of Portland ; Chris 
Kowitz, City Attorney, appearing for 
the city of Salem. 

Under date of April 28, 1947, the 
Pacific Telephone and Telegraph Com- 
pany (hereinafter referred to as Pa- 
cific) filed Advice No. 292, to become 
effective May 28, 1947, providing for 
adjustments in exchange and toll rates 
and miscellaneous charges to the ex- 
tent of $1,550,000 annually. This 
advice was suspended by P. U. C. 
Order No. 17685, dated May 15, 1947, 
for a period of six months under the 
provisions of §§ 112-4, 134 and 112-4, 
135, Oregon Code of Laws Annotated. 

Under date of June 10, 1947, an 
additional filing (Advice 293) was 
made by Pacific. This filing was in 
lieu of Advice No. 292. It provided 
for revisions in the rates previously 
filed covering the charges to be made 
for miscellaneous services and intra- 
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state toll rates. The adjustments made 
provided for additional revenues in 
the amount of $699,000 annually, 
bringing the total revenue adjustments 
requested up to approximately $2,- 
249,000 annually. 

The filing under date of June 10, 
1947, was suspended by P. U. C. Order 
No: 17901 dated June 12, 1947, for a 
period of six months from June 10, 
1947. Subsequently, P. U. C. Order 
No. 18911 amended P. U. C. Order 
No. 17901 and suspended the June 
10, 1947, filing for a period of six 
months from July 10, 1947. 

Notice of hearing was given to the 
mayor and city councils of all the cities 
in which Pacific operates in Oregon, 
some sixty-nine in number, as well as 
to the newspapers in each of the cities. 

Hearings were commenced on July 
7, 1947, in Salem, Oregon, before Geo. 
H. Flagg, Commissioner, and Eugene 
E. Laird, Assistant Attorney General, 
and concluded on October 24, 1947, 
with oral arguments being heard on 
October 27, 1947. Briefs by attorneys 
for Pacific and the city of Portland 
were filed November 3, 1947. 

At the opening of the hearings on 
July 7, 1947, Pacific presented a peti- 
tion for an order authorizing it to file 
a tariff providing in general for an 
over-all increase of 6.2 per cent on 
present rates on less than statutory 
notice. The tariffs requested to re- 
main in effect until final decision had 
been entered in the over-all request 
contained in Advice No. 293., The in- 
terim increases requested were denied 
by the Commissioner by P. U. C. Or- 
der No. 18202 entered under date of 
July 10, 1947. 


Hearings were held for a total of 
twenty-four days before conclusion. 
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The transcript covers 2,613 pages 
which together with 168 exhibits, some 
of which consist of many pages, con- 
stitute the record of the case which has 
been carefully reviewed, and the Com- 
missioner now being fully advised 
makes the following findings of fact, 
conclusions and order, to wit: 


Findings 
I 
The Company 


Pacific is a California Corporation 
incorporated December 31, 1906, with 
its principal place of business in San 
Francisco, and is a “public utility” 
under Oregon Law as defined in 
§ 112-401, Oregon Code of Laws An- 
notated, subject to the jurisdiction of 
the Public Utilities Commissioner of 
Oregon. It owns and operates a tele- 
phone system situated in the states of 
California, Oregon, Washington, and 
a part of the state of Idaho, furnishing 
both intrastate and interstate service. 

Pacific as originally organized had 
an authorized capital of $50,000,000. 
This amount of capital is divided into 
two classes, 6 per cent preferred stock 
$32,000,000 par value and common 
stock, $18,000,000 par value." 

The preferred stock is non-callable, 
cumulative, preferred as to assets and 


dividends, and has equal voting rights _ 


with the common stock. 

Pacific is one of twenty associat- 
ed companies of the Bell System. 
Through this association, independent 


companies and long lines department 
of American Telephone & Telegraph 
Company (hereinafter referred to as 
American) it extends interstate toll 
service to its patrons on a nationwide 
basis. 

Since the formation of Pacific, 
American Telephone & Telegraph 
Company has controlled it through 
stock ownership. As of December 31, 
1946, American held 2,198,945 com- 
mon shares or 89.34 per cent of the 
total outstanding with a par value of 
$219,894,500. In addition, American 
on that date held 640,957 preferred 
shares or 78.17 per cent of the total 
with a par value of $64,095,700. Since 
January 1, 1947, Pacific has issued 
326,327 shares of new common stock 
and American holds 283,990 of these 
shares of a par value of $28,399,000. 
The balance of the new shares 42,337 
par value $4,233,700 were acquired 
by other parties. This made Ameri- 
can’s common share holdings as of 
May 31, 1947, 89.07 per cent of the 
total outstanding shares of common 
stock with no change in the holding of 
preferred as of that date. 

The 820,000 shares of preferred 
stock, par value $82,000,000 of which 
American holds 640,957 shares par 
value $64,095,700, were issued be- 
tween 1907 and 1924. This stock as 
above noted carries equal voting rights 
with the common, is 6 per cent cumula- 
tive, noncallable, preferred as to as- 
sets. At the time this stock was issued 
the general money market conditions 





1Qne hundred eighty thousand shares of 
the present common stock were issued in 
1907, at which time the company acquired 
tangible assets of $20,276,979.66 from the Pa- 
cific States Telephone & Telegraph Co., and 
the Sunset Telephone & Telegraph Co., a 
wholly owned subsidiary of Pacific states, 
Under provisions of the preferred stock, 
$18,000,000 of the $20,276,979.66 was allocated 
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thereto, and $2,276,979.66 was assigned to the 
common stock, leaving $15,723,020.34 intangi- 
ble or “watered” capital. The company now 
has disposed of all this intangible capital 
through cancellation of 100,000 shares of com- 
mon stock with a par value of $10,000,000 
and through charges in the total amount of 
$5,723,020.34 made against the surplus from 
time to time. 
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may have been such as to have re- 
quired such provisions. It should be 
pointed out, however, that under pres- 
ent economic and money market con- 
ditions such provisions would not be 
permitted since capital can be ob- 
tained on much more favorable con- 
ditions. This has been true for some 
years past. 

These provisions appear to be par- 
ticularly subject to comment due to 
the relationship between Pacific and 
American, with American holding 
78.17 per cent of these shares and re- 
ceiving $3,845,964 as its share of 


40 year 22% Debentures 
40 year 23% Debentures 
Advances from American 
6% Preferred Stock 
Common Stock 

Premium 

Unappropriated Surplus 


Increased Costs 


1. Wages. 

Consistent with other industries, 
Pacific has found wage costs steadily 
increasing. Gommencing in 1941 with 
an increase of $152,500 annually for 
Oregon employees, the trend of wages 
has been sharply upward. 

The various wage increases on an 
annual basis and cost of establishing 
uniform wage progression schedules 
is as follows: 
June, 1941 


March, 1942 
April, 1942 


$152,500 


Total postwar wage adjustments ap- 
plied to all employees on the payroll as 
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the total $4,920,000 annual cost to 
Pacific. 

It would be of a decided advantage 
to other equity stockholders as well 
as to the rate payers if this stock could 
be called and reissued on more favor- 
able terms. The company officials are 
cognizant of the problem with respect 
to this stock and they should exert 
every means of relieving this burden 
with the codperation and assistance of 
American. 

As of December 31, 1946, the capi- 
talization of Pacific and the resulting 
ratios are shown in the following table: 


Amount % of Total 


$75,000.000 


75,000,000 $150,000,000 29.03 


$516,810,213.81 


Total 


of November 1, 1946, amounts to $5,- 
323,000 on an annual basis. 

In May, 1947, further wage costs 
were experienced as a result of an em- 
ployees’ strike. The estimated annual 
effect of these wage adjustments is 
$1,260,000 annually based on em- 
ployees in service as of November 1, 
1946. 

These last wage cost figures do not 
include the effect of wage progression 
increases brought about by length of 
service. In recent years the employee 
turnover has been rapid, particularly 
during the war period. With the re- 
sumption of normally experienced 
turnover in personnel, the wage costs 
will increase. 


2. Materials. 

Another factor in the over-all in- 
crease in operating costs is that of 
materials and supplies. While these 
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factors remained fairly constant dur- 
ing the war years, 1946 brought the 
first of a succession of price in- 
creases. 

Price adjustments showed a 21 per 
cent increase in 1946 over 1940 prices 
on apparatus and equipment, 40 to 104 
per cent on typical outside plant items, 
4 to 47 per cent on station equipment, 
10 to 21 per cent on central office 
equipment, 14 to 71 per cent on sta- 
tionery and supplies. The above items 
are typical of groups of equipment used 
in repair and upkeep of plant. Ma- 
terial items for construction purposes 
show similar or greater increases for 
representative groups. 

General average of construction 


costs by the American Appraisal Com- 
pany shows an increase of 86 per cent 
in these costs in 1946 over 1940. Pa- 
cific’s over-all increase for the period 
in Oregon has been 37 per cent. 


Rate Base 


[1] Section 112-409, Or Code of 
Laws Anno, authorizes the Commis- 
sioner to value all the property of a 
public utility used and useful for the 
convenience of the public. Further, 
he is entitled to revalue the property 
of the utility from time to time. 

In the strict application of statute 
this may not be considered a valuation 
proceeding. It is necessary, however, 
in arriving at the rate base to be em- 
ployed to set a value of the property 
for purposes of this proceeding which, 
together with the other components of 
the rate base, will enable the Commis- 
sioner to determine the issue con- 
tained in this application for increased 
revenues. 


[2] The components of the rate base 
are: 
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(1) Average Original Cost of Plant 
and Equipment. 

(2) Property Held for Future Use. 

(3) Acquisition Adjustment. 

(4) Materials and Supplies. 

(5) Working Capital. 

[3] The total of the above items less 
the average reserve for depreciation 
and amortization then becomes the 
rate base to be employed in this pro- 
ceeding. 

The first item, cost of plant and 
equipment, has been considered in dif- 
ferent ways. Originally the cost figure 
to be used in the rate base was “re- 
production cost” new, later develop- 
ments in the rate-making process es- 
tablished “investment” cost or “origi- 
nal” cost as the method to be employed 
in arriving at cost of utility property. 

The supreme court of the state of 
Oregon in the case of Pacific Teleph. 
& Teleg. Co. v. Wallace, 158 Or 210, 
23 PUR NS 65, 81, 75 P2d 942, de- 
cided in 1938, stated: “Reproduction 
cost new, like original cost, is not 
necessarily controlling. It is entitled, 
however, to fair consideration, for it is 
an important factor in the determina- 
tion of fair value.” 

Subsequent to that decision, other 
courts have arrived at the “original” 
or “prudent investment” theory of 
cost for rate-making purposes. Fed- 
eral Power Commission v. Hope Nat. 
Gas Co. (1944) 320 US 591, 88 L ed 
333, 51 PUR NS 193, 64S Ct 281 and 
others. A similar decision was ren- 
dered by the Washington supreme 
court in a case involving Pacific Com- 
pany (1943) 19 Wash2d 200, 52 
PUR NS 6, 142 P2d 498. 

[4] Evidence was introduced in 
this proceeding purporting to show re- 
production cost of Pacific’s property 
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within the state of Oregon as of De- 
cember 31, 1946. The procedure used 
was to estimate the cost of building or 
reproducing the present plant in Ore- 
gon under the methods and conditions 
of construction used when the plant 
was first constructed. 

To accomplish this purpose, an ap- 
praisal was made of various represen- 
tative items of plant. Current cost 
figures were then applied as of Decem- 
ber 31, 1946. It was assumed the 
same type of construction would be 
used and the estimated hours of labor 
needed at present wage rates were then 
applied to predominant units of prop- 
erty. 

The above outline is generally the 
method used from which a per cent 
figure increase was arrived at and ap- 
plied to the total amounts of each class 
of property. No attempt was made to 
estimate right of ways, land, furniture, 
and office equipment, but these items 
were included at book cost. 

Through this method, a figure of 
$90,286,000 was arrived at in contrast 
to the book cost (Account 100.1) of 
$61,000,525. 

It was admitted that the company 
would not attempt to rebuild the plant 
on any such method. 

The employment of such methods 
is inaccurate and of little value. The 
$61,000,525 figure is the book cost or 
original cost as of December 31, 1946, 
arrived at by additions and retirement 
of plant since the 1938 court case and 
it is the figure representative of the 
most accurate cost for purposes of this 
proceeding. 


Working Capital 


[5] “Working capital” is the 
amount of cash required for the pay- 
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ment of operating expenses incurred 
before operating revenues are sufficient 
to pay such expenses, plus an allow- 
ance for materials and supplies. 

[6] The company officials generally 
included in their estimates of cost a 
figure equal to 42 of the annual op- 
erating expenses excluding deprecia- 
tion and taxes plus material and sup- 
plies. No study has been conducted 
for Oregon operations to determine the 
necessity for continuation of the Ye 
figure heretofore used. A study was 
undertaken in the state of Washington 
as to the amount of working capital 
required and it was the opinion of the 
company’s witness familiar with the 
Washington study that a study in 
Oregon would result in similar find- 
ings. The result of that study was 
that an allowance of 4s would be suf- 
ficient ; it is therefore found that 4s of 
the annual operating expenses ex- 
cluding depreciation and taxes is an 
adequate allowance for working capi- 
tal. 


License Contract 


There is in effect a contract be- 
tween Pacific and American Telephone 
and Telegraph Company known as a 
license contract which purports to 
cover the subject of “General Services 
and Licenses.” The original contract 
upon this subject was -entered into 
in 1880 and has been carried down to 
the present date by means of supple- 
ments and amendments. 

Between 1880 and 1902, Pacific paid 
a plant instrument rental to American 
under this agreement. In 1902, the 
payment of 44 per cent of certain gross 
revenues was substituted for the in- 
strument rental plan. This payment 
was reduced to 4 per cent in 1926 and 
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to 2 per cent in 1927 at which time 
Pacific purchased the telephone instru- 
ments which had previously been used 
on a rental basis. In 1929, the pay- 
ment under this agreement was re- 
duced to 14 per cent of certain gross 
revenues of Pacific at which figure 
payments have been and are presently 
being made to American. 

In February, 1939, by P. U. C. Or- 
der No. 6354, the Commissioner .ap- 
proved the proposed payment of 14 
per cent of certain gross earnings un- 
der the terms of the agreement. The 
Commissioner also specifically ap- 
proved by Order No. 6355 the pay- 
ments of $130,000 as a fair and rea- 
sonable payment and as not in excess 
of the cost to American of furnishing 
the service for the year 1939. 

Pacific has paid to American on 
Oregon operations under this contract 
$1,882,399 for the 10-year period end- 
ing with 1946, distributed over the 
years as follows: 


$1,882,399.00 


It can readily be observed that as 
Pacific’s revenues have increased, the 
payments to American have increased. 
The increases hereinabove set out 
have been automatic and have not 
necessarily been related to any increase 
in services furnished or increase in 
the cost thereof. The same would be 
true of the increases requested in this 
proceeding. That is, if the $2,249,000 
request of Pacific is granted, $33,735 
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of that sum would be paid to American 
under the agreement. 

The orders hereinabove referred to 
were entered subsequent to the Oregon 
supreme court’s decision in the case of 
Pacific Teleph. & Teleg. Co. v. Wal- 
lace (former Commissioner) supra. 
In that case the supreme court ap- 
proved the disallowance of the pay- 
ments under the agreement upon 
procedural grounds. The court in- 
dicated at that time that Pacific had 
received valuable and necessary serv- 
ices from American, but expressed no 
opinion as to how much should be paid. 

It becomes necessary to determine 
at this time what payments if any, 
should be permitted for these services 
based upon the reasonableness of the 
amounts. 

In support of the payments and the 
reasonableness thereof, Pacific intro- 
duced the testimony of the witness 
Gretz, assistant comptroller of Ameri- 
can. Mr. Gretz admitted that it is im- 
possible to determine the actual costs 
of the work done by American for 
each licensee company. 

The method employed by the Ameri- 
can Company is to allocate its total 
cost to licensees on the basis of certain 
assumed factors after certain deduc- 
tions have been made for services to 
nonlicensee companies and the long 
lines department of American. As an 
example, the Bell Telephone Labora- 
tories services applicable to switching 
and general central office research and 
fundamental development amounting 
to $2,804,004 was allocated to Pacific 
Telephone and Telegraph Company 
and other licensee companies, using as 
a basis the.ratio of the individual com- 
pany and long lines total investment in 
central office equipment and private 
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branch exchange equipment. Apply- 
ing the ratio factors above mentioned, 
11.75 per cent of the total, or $329,471, 
was assigned to Pacific Company’s 
total operations and .97 per cent or 
$27,199, assigned to Oregon opera- 
tions. 

Other costs to the general depart- 
ment of American, such as operation 
and engineering department, adminis- 
trative department, legal and sundry 
other departments, are allocated to long 
lines and licensee companies on the 
basis of plant in service, revenues, em- 
ployees, and expenses. 

In the allocation of expenses in- 
curred in rendering license contract 
services credits for services to non- 
licensee companies and for certain 
other incidental income are deducted. 

For the year 1946, the total ex- 
penses of the general department of 
American amounted to $41,795,201, 
less $1,536,087 allocated to non- 
licensee, or a net of $40,259,114 ap- 
plicable to licensee companies and long 
lines department, of which amount $4,- 
565,525 was allocated to Pacific Com- 
pany and $415,186 to Pacific’s Oregon 
operations. 

The alleged amount of capital em- 
ployed in rendering license contract 
services, including average investment 
in furniture and office equipment, the 
average investment in Bell Telephone 
Laboratories, in 195 Broadway Cor- 
poration, plus average amount of 
funds held available during the year 
to meet cash requirements of licensees, 
and long lines are also allocated on a 
similar basis. 

With the possible exception of cer- 
tain types of general information fur- 
nished through the issuance of cumula- 
tive sheets, e. g., engineering and ac- 


counting methods and procedure and 
for that portion of the payments devot- 
ed to support of Bell Laboratory re- 
search and development work in the 
art of telephony, it would be possible 
for Pacific to requisition particular 
services and pay the actual cost thereof 
when furnished. 

This is particularly true of such 
services as special engineering, legal, 
and accounting services required in 
connection with special problems. As 
will be noted by reference to Exhibit 
28, the allocated costs of legal service 
to Oregon was $9,222. It was admit- 
ted that little, if any, legal services 
were furnished during 1946 or any 
other year. 

[7] Recognizing that some of the 
services provided under the agreement 
are necessary and of value, it is found 
that there is little, if any, relationship 
between the services furnished and the 
method used by American in assigning 
the cost therefor. 

Further, that there will be no addi- 
tional services furnished for the in- 
crease in the fee payments under the 
agreement for any increases allowed 
in this proceeding. 

However, since some services neces- 
sary and of value to Pacific will be 
utilized, the actual cost thereof not in 
excess of what Pacific would be re- 
quired to pay for such services if fur- 
nished by agencies outside the system 
or performed by itself, should be al- 
lowed for purposes of this proceed- 
ing. 

A tentative allowance found to be 
fair and more than ample to cover the 
actual cost to American of services ren- 
dered Pacific necessary and of benefit 
to it not in excess of the amount paid 
in 1946 of $307,097 will be allowed as 
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a charge to Pacific’s Oregon opera- 
tions for the year 1947. 


Construction Program 


During the war period, 1942-1945, 
inclusive, all telephone construction not 
contributing to the war effort was re- 
stricted by orders of the War Produc- 
tion Board. An additional handicap 
was encountered by reason of the prin- 
cipal supplier of equipment, Western 
Electric Co., being engaged in produc- 
ing military equipment. New con- 
struction during this period was limit- 
ed to the needs of the Army, Navy, 
Federal and state governments and 
certain essential war industries. 

Effort was made by Pacific to 
minimize the effects of the war on its 
business by gaining maximum utiliza- 
tion of facilities. This was accom- 
plished in part by holding disconnects 
to a minimum, increased salvage and 
repair of all usable equipment, extreme 
loading of central office equipment ac- 
companied by maximum line fill, trans- 
er of outside plant cable to obtain max- 
imum usage and eliminating the inter- 
cept period on disconnect calls. This 
program enabled maximum use of 
facilities, but with the close of the war 
left the plant in an overloaded condi- 
tion. 

Even with the restrictions and prac- 
tices above noted, the net gain in sta- 
tions increased as follows: 


There was in operation 150,731 
company-owned stations as of the close 
of the year 1940, which figure in- 


creased to 253,526 as of March 31, 
1947. 

The end of the war brought an un- 
precedented demand for telephone 
service as is illustrated by the fact that 
as of September, 1945, the company 
had 23,868 “held” applications. Be- 
tween September 30, 1945, and March 
31, 1947, it made a net gain of 45,000 
stations and yet the number of held 
applications increased by some 500 
during the period. 

The war period also caused the con- 
tinued use of much plant that would 
have normally been replaced. To elimi- 
nate the overloading of facilities, take 
care of held applications and provide 
for normal growth, it will be necessary 
for the company to continue a substan- 
tial program of plant expansion. 

In 1946, $9,916,000 was expended 
for gross plant additions. It is esti- 
mated the continuation of the program 
will require an expenditure of $60,- 
500,000 for the years 1948 to 1950, 
inclusive, within the state of Oregon. 

The total plant in service for the 
state of Oregon was $62,659,715 ®* at 
the close of 1946. It is estimated this 
figure will be $128,902,000 by the end 
of 1950. Less depreciation and amor- 
tization reserves, the 1946 figure is 
$42,463,897 and the 1950 figure is 
$106,415,000, or an increase of ap- 
proximately 150 per cent over the year 

1946. 

The entire program (1948-1950) 
contemplates the construction of 105 





2 An all-time high up to that time. 
8 Account 100.1 
<3 100.2 


$62,659,715 


( )—Red figure. 
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new buildings and 12 building addi- 
tions. The estimates for 1948-1950 
are as follows: 


Right of Way 

Land and Buildings 

Central Office Equipment 
Station Equipment 

Exchange Outside Plant 

Long Distance Outside Plant .... 
General Equipment 


3,708,000 
1,155,000 


These figures do not reflect the cost 
of wage increases granted to Pacific 
employees nor those of Western Elec- 
tric Company which will affect the 
program substantially. 


Separation 


Pacific furnishes exchange and both 
intrastate and interstate message toll 
telephone and telegraph TWX (tele- 
typewriter), radio program, harbor 
radio, and private line services in the 
state of Oregon. The rates and 
charges for interstate message toll tele- 
phone and telegraph TWX and private 
line, and the rates and charges for 
radio program and harbor radio serv- 
ices are subject to the jurisdiction of 
the Federal Communications Commis- 
sion. The rates and charges for all 
other services are subject to the juris- 
diction of the Public Utilities Commis- 
sioner. 

The major portion of the company’s 
plant is used interchangeably and even 
simultaneously in rendering intrastate 
and interstate services. The same is 
true with respect to the company’s 
operating personnel. Therefore, a 
division of investment, revenues, and 
operating expenses is necessary to de- 
termine the amount of each that is 
subject to the respective jurisdictions. 
A uniform method of cost allocation 
between intrastate and interstate op- 
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erations acceptable to both state and 
Federal regulatory authorities is es- 
sential. 

Realizing the necessity of such an 
allocation, representatives of the Fed- 
eral Communications Commission and 
various state Commissions undertook 
in 1941 to develop cost allocation pro- 
cedures in collaboration with represen- 
tatives of the American Telephone and 
Telegraph Company. The committee’s 
findings set forth in Exhibits Nos. 2, 
40, and 48 in FCC Docket 6328 were 
recommended for adoption by the ex- 
ecutive committee of the National 
Association of Railroad and Utilities 
Commissioners, but no decision has 
been rendered by the Federal Com- 
munications Commission. 

The procedures recommended by 
the NARUC-FCC staff committee 
have been used in numerous rate pro- 
ceedings. In general, the results based 
upon the station-to-station basis of 
cost allocation disclose a relatively 
higher rate of return from interstate 
operations than from intrastate. Be- 
cause of these results, the joint co- 
Operative committee reviewed the pro- 
cedures in 1947 to determine whether, 
under current methods of operation, 
the prescribed basis of cost allocation 
produced equitable results, and fur- 
ther, whether a principle other than 
the “actual use” method of cost allo- 
cation which underlies those methods 
should be adopted. 

On April 28, 1947, the NARUC- 
FCC staff committee appointed to re- 
view the cost allocation procedure is- 
sued its report. It recommended con- 
tinuing the “actual use” method of 
cost allocation, but made several 
changes in the separation procedures. 
The application of these procedures to 
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Pacific’s operation in Oregon result- 
ed in the transfer of $197,700 of intra- 
state operating expenses, and $155,000 
of intrastate plant investment to inter- 
state operations. 

The proposed changes were ap- 
proved by the executive committee of 
the NARUC, and a Manual of Separa- 
tion Procedures containing those 
changes is now in the course of prep- 
aration. The application of the pro- 
posed revised methods will not, how- 
ever, eliminate the disparity between 
the indicated returns, and therefore 
the problem continues to be subject to 
nation-wide investigation. 

In the absence of a more accurate 
basis of allocation, it is found that the 
application of the joint staff com- 
mittee’s cost allocation procedures to 
Pacific’s 1946 operations, as set forth 
in Exhibit No. 44 as revised, will 
produce the most equitable results yet 
devised in the solution of this difficult 
problem. 


Depreciation 


For a number of years Pacific has 
maintained a record of credits and 
debits to its depreciation reserve as- 
sociated with its depreciable plant with- 
in the state of Oregon. 

Prior to January 1, 1946, no at- 
tempt was made by the company to 
maintain its depreciation reserve by 
states. At the insistence of the state 
regulatory authorities, the company 
made a comprehensive study to ascer- 
tain the depreciation reserve require- 
ments on a straight line basis for all 
depreciable property in each state as of 
January 1, 1946. This study was used 
as a basis of allocating the total de- 
preciation reserve to the four states 
within which the company operates. 


[8] 
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The apportionment of the reserve 
based upon this study has been previ- 
ously approved. However, the de- 
preciation rates and service lives of the 
telephone property in the state of 
Oregon as used in accounting for ex- 
pense of depreciation during the year 
1946, have not been approved as pro- 
vided under the provisions of § 112- 
417, Or. Code of Laws, Ann. 

[8] The annual composite rate of 
3.71 per cent for all plant accounts as 
reported for the year ended December 
31, 1946, appears reasonable, and no 
adjustment will be required at this 
time in either the rates or the service 
lives pending a study of the basic data 
used by the company in its determina- 
tion of the rates which it has used. 
The rates of depreciation and other fac- 
tors should have been filed by the com- 
pany for approval as contemplated by 
the statute. It is further found that 
no changes should be made in the rates 
of depreciation or service lives as used 
by the company for the year 1946 ap- 
plicable to its Oregon properties with- 
out specific approval of the Commis- 
sioner. 

Taxes 


[9] Pacific proposes to determine 
the amount of Federal income taxes 
allocable to the state of Oregon by first 
deducting from the fixed charges, 
dividend and interest income in the 
amount of $2,538,000 in arriving at 
the income subject to normal tax. The 
deduction of taxable dividend and in- 
terest income from the fixed charges in 
arriving at the operating income sub- 
ject to normal tax results in allocating 
to Oregon operations Federal income 
taxes on dividend and interest income. 
This method of income tax allocation 
is not acceptable. The company was 
73 PUR NS 
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so informed by letters under dates of 
December 30, 1940, and March 11, 
1941, 

The tax on dividend and interest in- 
come is properly chargeable to non- 
operating income, Accountant 322. 

The company’s proposal to appor- 
tion to states on the basis of net plant, 
interest on borrowed capital and debt 
expense, which are proper deductions 
in determining the normal tax, and 
similarly the allocation of the credit 
allowed for preferred dividends paid 
in determining income subject to sur- 
tax, assumes that the borrowed capital, 
and capital secured from the sale of 
preferred stock has been equally invest- 
ed in plant by states and other non- 
operating investments. Such an as- 
sumption is not tenable. 

All of the presently outstanding 


preferred stock of Pacific was sold 
prior to 1925. Therefore, to allocate 
the credit for dividends paid on that 
stock between states on the basis of 
plant or nonoperating investment as 
of the present date is not a sound or 
equitable basis of allocation of such 


credit for surtax purposes. The same 
is true with respect to interest on bor- 
rowed capital and other debt expense. 

It is impossible at this time to al- 
locate to the plant accounts by states 
or nonoperating investments the pro- 
ceeds derived from the sale of pre- 
ferred stock or the proceeds of the 
present debt. The allocation to states 
on the basis of investment in utility 
plant or nonoperating investment of 
such fixed charges or credit for divi- 
dends paid can only be considered as 
an arbitrary basis for determining the 
amount of Federal income taxes as- 
signable to each state. 

The method proposed by the com- 
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pany further provides for the alloca- 
tion of a credit of $32,000 to the state 
of Idaho. The operations of Pacific 
Company in the state of Idaho for the 
year 1946 produced a deficit in net 
operating income before Federal in- 
come taxes of $71,000. Under the 
proposed method of apportioning to 
states taxable income on the basis of 
net plant, Idaho would receive a credit 
of $32,000 for Federal income taxes, 
notwithstanding the fact that the state 
had no taxable income. 

The Commissioner’s staff proposed 
a basis for the apportionment of Fed- 
eral income taxes between operating 
and nonoperating functions and the al- 
location of operating tax to states, 
which, in substance, provides for the 
allocation of fixed charges and the 
credit for preferred dividends paid be- 
tween operating and nonoperating 
functions on the basis of the percentage 
relationship which taxable operating 
income and taxable nonoperating in- 
come before fixed charges and credits 
bear to the total of such taxable in- 
come. 

The staff’s proposed basis of alloca- 
tion assigns to each state its propor- 
tion of the income tax chargeable 
against operations based on the per- 
centage the taxable income derived 
within the state bears to the total tax- 
able operating income. 

The uniform system of accounts 
prescribed by the Commissioner and 
the system of accounts prescribed by 
Federal regulatory authorities, includ- 
ing the Federal Communications Com- 
mission, the Interstate Commerce 
Commission, and the Securities and 
Exchange Commission (Mutual Serv- 
ice Companies) and which systems of 
accounts have been adopted by the 
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Commissioner, provide that operating 
taxes includable in the income state- 
ment shall be applicable to the period 
for which the income account is stated. 
Similar requirements are contained in 
the uniform system of accounts pre- 
scribed by the Federal Power Com- 
mission. 

The income statement included in 
the annual reports filed with the Com- 
missioner by Pacific and other utilities 
operating within the state of Oregon 
are for the calendar year and should 
include only ad valorem taxes paid or 
payable applicable to the calendar year. 

For the year 1946, Pacific accrued 
and charged to Oregon operating ex- 
penses ad valorem taxes in the amount 
of $1,175,203.48 or a sum of $145,- 
012.50 in excess of the total ad va- 
lorem taxes actually paid in 1946, and 
an amount in excess of ad valorem 
taxes paid in 1945 and 1946 applicable 
to the calendar year 1946 of $230,081.- 
18. 

In determining the amount of ad- 
ditional revenue Pacific will require 
for the year 1947, the company will 
not be permitted to include in Oregon 
operating expenses for the year 1947, 
or for any future year, an amount in 
excess of the actual amount of ad va- 
lorem taxes paid or payable for the 
calendar year and applicable to that 
year. 


Division of Revenues Contract 


There is in effect, between Pacific 
and American, an ageement known as 
a “Division of Revenues Contract.” 
This contract as revised was effective 
February 1, 1946. It covers the meth- 
od of settlement between American and 
Pacific as well as other associated Bell 
System Companies on the toll revenues 


for joint through interstate traffic han- 
dled by the two companies. This con- 
tract provides the basis of compensa- 
tion to Pacific for such jointly handled 
traffic. 

The contract provides for the appli- 
cation of Exhibit 2 procedures (FCC 
Docket No. 6328) in the settlement 
and it has been accepted and used by 
the Bell System Companies. It con- 
forms in general to the recommenda- 
tions on this subject by the joint staff 
committee of the NARUC and the 
FCC. It has been filed with and ap- 
proved by the FCC. 

The original contract was approved 
by P. U. C. Order No. 6354 dated 
February 17, 1939. However, the 
changes and supplements to the origi- 
nal agreement have never been sub- 
mitted for approval, nor is Pacific re- 
questing approval of the same in this 
proceeding. 

American is an affiliate of Pacific 
within the definition contained in § 
112-483, Or. Code of Laws Anno. 
Consequently, since the contract covers 
transactions between American and 
Pacific, it must be filed with and ap- 
proved by this office as provided in 
§ 112-483, Or. Code of Laws Anno. 

In connection with this agreement, 
it should be pointed out that Pacific 
is in a different position with respect 
to settlements for toll business than 
most if not all other associated com- 
panies since the long lines department 
of American does not own nor op- 
erate toll lines within Pacific’s Oregon 
area. 

Final decision with respect to this 
contract and its ultimate disposition 
will be reserved for future disposition 
after further study of its effects on Pa- 
cific’s Oregon operations. 
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Revenue Requirements 


The total operations of Pacific in 
Oregon for the year 1947 (October- 
December, inclusive, estimated) with- 
out any of the adjustments indicated 
herein reflect a net operating revenue 
of $1,502,131, or a return of 3.04 per 


. Local Service Revenues 
. Toll Service Revenues 
. Miscellaneous Revenues 
. Less Uncollectible 


Total Operating Revenues 
Expenses 

. Current Maintenance 

. Depreciation and Maintenance 

. Traffic Expense 

. Commercial Expense 

. General Office Salaries and Expenses 

. Operating Rents 

. General Services and Licenses 

. Balance Other Operating Expenses 


Total Operating Expenses 
. Operating Taxes—Federal Income 
—Social Security 
—Other ad valorem 


Total Operating Expenses and Taxes 


Balance Net Revenues 
. Average Telephone Plant in Service 
. Average Property Held for Future Use 
. Average Telephone Plant Acquisition 
Adjustment 
. Working Cash 
. Average Material and Supplies 


Average Telephone Plant and Working 
Capital 
. Average Depreciation Reserve 
. Average Amortization Reserve 
Total Reserves 


29. Average Net Plant and Working Capital 


30. (Balance Net Revenue to Average Net Plant) ... 


cent in the average net plant and work- 
ing capital. 

Applying the adjustments herein- 
before indicated, the total operations of 
Pacific and the rate of return resulting 
therefrom for the year 1947 would be 
as follows: 

Exhibit Adjust- 
162 ments 


$11,994,797 $ — 
10,662,475 a 
978,293 oo 
87,542 on 


23,548,023 


Ex. 162 
Adjusted 
$11,994,797 
10,662,475 

978,293 
87,542 


23,548,023 





5,828,340 
2,459,870 
5,822,190 
2,241,802 
1,769,688 

334,366 

307,097 
1,047,830 


19,811,183 
325,685 
299,764 

1,387,443 


(17,591) 





(17,591) 
140,685 


(344,911) 





(221,817) 


_ _ 1,723,948 
_ 66,829,102 
_ 250,484 
— (18,605) 
(482,497) 964,995 
—_ 1,698,092 


21,824,075 








69,724,068 


20,873,219 
(16,085) 


(482,497) 


20,873,219 _ 
(16,085) _— 


70,206,565 





20,857,134 


$48,866,934 
3.53% 


20,857,134 _— 


$49,349,431 ($482,497) 
3.04% 





Figures appearing in parentheses are inverse items. 


October-December, inclusive, estimated. 


From the foregoing statement of op- 
erating revenues and expenses, the 
rate base as computed by applying the 
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adjusted figure to the components of 
the rate base hereinbefore set out re- 
sults in the following: 
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(1) Average Original Cost of 
Plant and Equipment .... $66,829,102 


250,484 

(18,605) 
1,698,092 

964,995 


$69,724,068 
Less Average Reserve for De- 
preciation and Amortization .. 


(3) Requisition Adjustment .... 
(4) Materials and Supplies . 
(5) Working Capital 


20,857,134 


Average Net Plant and Working 
$48,866,934 
A return of 54 per cent on the aver- 
age net plant and working capital for 
the year 1947 based on nine months’ 
actual operating and three months’ es- 
timated, revised as hereinabove stated, 
would provide net operating revenues 
of $2,687,681, or an amount of $963,- 
733 in excess of the revised net revenue 
of $1,723,948. To produce additional 
net operating revenues of $963,733 
after Federal income tax for the year 
1947, it becomes necessary to increase 
gross operating revenues by $1,554,- 
408 before Federal income taxes or an 
amount approximately 69 per cent of 
the $2,249,000 additional revenue re- 
quested by the company. 


Rates and Tariffs 


Page 4 of Attachment A of Pacific’s 
Advice No. 293 shows the estimated 
revenue effect of the proposed rate 
changes for the classes of service for 
which Pacific requested increases. 
The grand total shown on this page is, 
of course, $2,249,000. Having found 
the company’s increased revenue re- 
quirement to be $1,554,408, certain 
adjustments of increases as applied to 
classes of service become necessary. 

Proposed increases in basic ex- 
change rates as filed by Pacific in Ad- 
vice No. 293, with but few exceptions, 
are reasonable and justified. It is 
noted that by reason of increases in 


stations in certain communities there 
results an increase in the basic ex- 
change sate due to the community 
talling into a higher exchange 
group as well as from the increase 
proposed for the class of service. 
Station increases and decreases affect- 
ing exchange groupings should be dil- 
igently observed by the company, and 
all reasonable reclassifications should 
be made at the time the eligibility for 
reclassification occurs. The neces- 
sity for regrouping at this time is ob- 
vious in that a failure to so reclassify 
communities into their proper ex- 
change group would result in gross in- 
equities between the various exchanges 
throughout the state. 

In connection with its basic ex- 
change rate revisions, Pacific proposed 
to institute a new type service to Ore- 
gon which is designated “Business 
message rate service.” This service 
will be optional with the subscriber 
and offered in the Portland exchange 
area only. In conjunction with the 
offering of this new service Pacific 
proposes to discontinue in the Port- 
land exchange 2-party business service. 
Company witnesses have testified that 
the business message rate service could 
not be offered before sometime in the 
latter part of 1948. The offering of 
the business message service in the 
Portland exchange, such service to be 
optional with the subscriber, should be 
permitted. It is, however, deemed 
inadvisable to permit the discontinu- 
ance of the 2-party business service 
which would eliminate this type serv- 
ice from the option of the subscriber. 

It is therefore found that the in- 
creases in revenue to be derived from 
the basic exchange rate tariffs filed in 
Advice 293 and applicable to business 


117 73 PUR NS 





OREGON PUBLIC UTILITIES COMMISSIONER 


flat-rate service, residence flat-rate 
service, coin-box service, suburban 
business service, suburban residence 
service, farmer-line business service, 
and farmer-line residence service 
should be allowed. The institution of 
business message service in the Port- 
land exchange on an optional basis 
will be allowed, but the discontinuance 
of the 2-party business service will not 
be allowed. 

Pacific proposes to derive a part of 
its increased revenue by increasing the 
charges made for service connections 
and moves and changes. It is felt that 
these increases are not justified as a 
means of obtaining additional revenue. 
The increases contained in the tariff 
filed as Advice 293 applying to serv- 
ice connections and move and change 
charges should not be allowed. 

Having determined that the in- 
creases in basic exchange rates, with 


some exceptions, should be permitted 
as requested by Pacific, the finding 
necessarily follows that the increase 
requested for extension, PBX, and 
local private line stations should be 
allowed. 

Pacific proposes to increase charges 


for miscellaneous service. This type 
of service covers a multitude of items 
which are supplementary to the stand- 
ard classes of service offered in the 
telephone industry and which are op- 
tional with the subscriber. It is found 
that the increases requested on mis- 
cellaneous charges should be allowed. 

[10] By its proposal to eliminate the 
25-cent differential between wall-set 
rates and rates where a desk set is 
used, Pacific would be increasing its 
charges for a service which has, since 
the advent of the desk set, been in- 
stalled as an inferior grade of service. 


It is admitted that from a strictly com- 
munication viewpoint the wall set of- 
fers the same service as a desk set to 


those subscribers who are willing tof 


accept the inconvenience of a fixed set 
location. | Assuming that Pacific is 
prepared to supply the desk set to all 
who wish this instrument as part of 
the service purchased, it is found that 
the elimination of the wall set dif- 
ferential should be allowed on new in- 
stallations after the effective date of 
the tariffs involved, but that the lower 
charge for wall sets should not be dis- 
continued on installations now in use. 

Intrastate toll rates as proposed by 
Pacific should not be permitted to be- 
come effective as filed. No increases 
will be allowed which widen the dis- 
parity between intrastate and inter- 
state toll charges. Report charges, 
which Pacific proposes to eliminate, 
are costly in administration and col- 
lection and are a continued source of 
complaint to the company. It is found 
that the report charge should be elim- 
inated as proposed. 

The elimination of toll route irregu- 
larities, the establishing of a 3-minute 
initial period and a one-minute over- 
time period for calls having initial 
charges of from 15 to 25 cents, and 
the adjustment of person-to-person day 
rates to 40 per cent more than station 
to station day rates with a correspond- 
ing monetary differential between Sun- 
day and night rates, is in keeping with 
interstate schedules. Decreases in 
rates in amounts ranging from 5 cents 
to 45 cents in the mileage steps from 
175 miles to the end of schedule will 
be permitted in order to reduce the 
disparity between intrastate and inter- 
state toll rates. 

It is found that Pacific’s message 
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toll rates for Oregon intrastate serv- 
ice will be allowed as set out in the 


[ Sched- 


following schedule of rates. 
ule omitted. ] 


Conclusions 


That an increase in revenues of Pa- 
cific Telephone and Telegraph Com- 
pany is necessary for it to meet its 
operating obligations and to place the 
company in a position to obtain fi- 
nances for its expansion program to 
meet the existing and future demands 
of the public for service. 

That payments to American Tele- 
phone and Telegraph Company under 
the license agreement should be for 
services necessary and of value to Pa- 
cific. Such services should be fur- 
nished only upon request of Pacific and 
billed by American at actual cost, said 
costs not to exceed those of compara- 
ble services available from other 
sources or the cost to Pacific of per- 
forming such services for itself. 

That the future operations of Pa- 
cific Telephone and Telegraph Com- 
pany within the state of Oregon 
should be conducted in all respects 
consistent with the findings hereinbe- 
fore set out. 


Based upon the foregoing findings 
of fact and conclusions there is made 
and entered the following : 


ORDER 


It is ordered that Pacific Telephone 
and Telegraph Company may file tar- 
iffs and schedules not inconsistent with 
the findings and conclusions herein- 
before set out to be effective with all 
billings issued on and after January 
10, 1948. 

It is further ordered that commenc- 
ing January 1, 1948, no payments shall 
be made to American Telephone and 
Telegraph Company under the license 
contract except for services necessary 
and of value to Pacific Telephone and 
Telegraph Company, said services to 
be billed at actual cost not in excess 
of the amount such services could be 
obtained elsewhere or performed by 
its own personnel. 

It is further ordered that the future 
operations of Pacific Telephone and 
Telegraph Company within the state 
of Oregon shall be conducted in all 
respects consistent with the findings 
hereinbefore set out. 
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UNITED STATES CIRCUIT COURT OF APPEALS, SECOND CIRCUIT 


United States Lines Company 


Vv 


Civil Aeronautics Board 


No. 146, Docket 20856 
165 F2d 849 


January 27, 1948 


ETITION to review orders of Civil Aeronautics Board disap- 
proving agency agreement between airline and steamship 
company; order affirmed. 


Air carriers, § 1.1 — Commission jurisdiction — Agency agreement with steamship 
company. 

1. An agreement between an air carrier and a steamship company provid- 
ing for a general agency relationship involving the solicitation and sale of 
air tickets by the steamship company, handling of excess baggage for air 
passengers, and assistance in clearance of customs for air passengers in 
and out of foreign countries is subject to the jurisdiction of the Civil Aero- 
nautics Board, p. 122. 


Air carriers, § 1.1 — Jurisdiction of Civil Aeronautics Board — Agency agree- 
ment, 
2. Agency agreements between air carriers and other types of carriers are 
not excluded from the jurisdiction of the Civil Aeronautics Board by a 
statute authorizing air carriers to continue existing ground and terminal 
facilities through noncarrier agencies, p. 122. 


Appeal and review, § 28.1 — Civil Aeronautics Board order. 


3. A decision of the Civil Aeronautics Board may not be disturbed by the 
court in the absence of a showing of an arbitrary exercise of discretion, 
p. 123. 
Air carriers, § 1.1 — Jurisdiction of Civil Aeronautics Board — Agreement with 
rival carriers. 
4. Disapproval by the Civil Aeronautics Board of an agreement between 
an air carrier and a steamship company, providing for general representa- 


tion of the airline by the steamship company, is not an abuse of discretion, 
p. 123. 


* 


APPEARANCES: Kirlin Campbell Edward J. Hickey, Jr., Special As- 


Hickox & Keating, of New York city 
(Cletus Keating, Edwin S. Murphy, 
David Dawson, and Helen C. Cun- 
ningham, all of New York city, of 
counsel), for petitioner. 


sistant to Attorney General, H. Don 
Reynolds,. Chief Enforcement and 
Litigation Section, Civil Aeronautics 
Board, O. D. Ozment and James L. 
Highsaw, Jr., Attorneys, Civil Aero- 
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nautics Board (John F. Sonnett, As- 
sistant Attorney General; Emory T. 
Nunneley, Jr., General Counsel, Civil 
Aeronautics Board; John F. X. Mc- 
Gohey, United States Attorney and 
David McKibbin, Assistant United 
States Attorney, both of New York 
city, of counsel), for respondents. 

Cleary, Gottlieb, Friendly & Cox, of 
New York city, (Henry J. Friendly, 
of New York city, of counsel), for 
Pan American Airways, Inc., inter- 
venor. 


Before Augustus N. Hand, Clark, 
and Magruder, CJJ. 


Aucustus N. Hann, CJ: This is 
a petition to review the two orders of 
the Civil Aeronautics Board above re- 
ferred to. While the orders sought to 
be reviewed may seriously affect the 
business interests of the United States 
Lines and, therefore, are most impor- 
tant to that company they were clearly 
within the jurisdiction of the Board, 
were supported by substantial evidence, 
and may be affirmed with little discus- 
sion. 

The proceeding relates to an agree- 
ment between Pan American Airways, 
Inc., and the United States Lines pro- 
viding for general agency representa- 
tion of Pan American by United 
States Lines in Europe and the British 
Isles and for other services by United 
States Lines. The agreement was 
filed with the Aeronautics Board on 
September 30, 1938, pursuant to § 412 
(a) of the Civil Aeronautics Act, 49 
USCA § 492 (a) but consideration 
was deferred during the war because 
United States Lines was then operat- 
ing steamships only as agent for the 
government. On September 11, 1945, 
Pan American informed the Board 
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that the agreement was still in opera- 
tion. The Board replied to Pan Ameri- 
can by letter of August 8, 1946, stat- 
ing that upon the facts then available 
it was unable to find that the agree- 
ment was not adverse to the public in- 
terest but would give the parties the 
opportunity to request a hearing before 
taking final action. By petition of 
September 5, 1946, United States 
Lines requested a hearing on the ques- 
tions (1) whether or not the Board 
had jurisdiction of the agreement, and 
(2) whether the agreement should be 
continued in effect. 

The agreement contains provisions 
under which the United States Lines 
is to provide various services in Pan 
American’s Transatlantic operations. 
Among these provisions “Pan Ameri- 
can appoints U. S. Lines, its subsidi- 
aries and agents, as exclusive general 
traffic agents for Pan American in 
Great Britain, France, Denmark, 
Belgium, Latvia, Lithuania, Norway, 
Sweden, Finland, Russia, Poland, 
Romania, Portugal (excluding the 
Azores and other islands), Czecho- 
slovakia, Switzerland, Bulgaria, Au- 
stria, Irish Free State, Germany Hol- 
land, and Estonia. Provision is also 
made that other European countries 
may be added from time to time by 
Pan American.” 

The agreement further provides that 
United States Lines furnish Pan 
American meteorological data and in- 
formation with respect to harbors, air- 
ports, terminal facilities and clearance 
of customs, and immigration proce- 
dure in Europe; that the parties will 
cooperate in the establishment of round 
trip air-water tariffs for the trans- 
portation of passengers and baggage 
between the United States and Europe; 
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and also provides for the handling of 
Pan American passengers and baggage 
in Europe by United States Lines. 

Under the agreement United States 
Lines receives commissions for its gen- 
eral agency service and Pan American 
guarantees a minimum monthly com- 
pensation to its agent. 

[1] The provisions of § 412 (a) and 
(b) of the Civil Aeronautics Act? 
clearly require the holding of the 
Board that the agreement was subject 
to its jurisdiction. This seems to us 
to follow from the express language of 
the statute. It is surely an agreement 
between an air carrier—Pan American 
—and another carrier—United States 
Lines; it relates to the establish- 
ment of “transportation rates, fares, 
charges,” and provides “for other co- 
Operative working arrangments.” The 
contention that such a contract involv- 
ing the solicitation and sale of tickets, 


the handling of excess baggage for air 


passengers, and the assistance in 
clearance of customs for air passengers 
in and out of Europe does not affect 


air transportation, is contrary to the 
findings of the examiner and of the 
Board and utterly lacks foundation. 
Agencies of a railroad having similar 
functions have been held to “affect” 
interstate commerce. McCall v. Cali- 
fornia (1890) 136 US 104, 34 L ed 
391, 10 S Ct 881; Norfolk & W. R. 
Co. v. Pennsylvania (1890) 136 US 
114, 120, 34 L ed 394, 10 S Ct 958; 
DiSanto v. Pennsylvania (1927) 273 
US 34, 71 L ed 524, 47 S Ct 267. 
[2] The contention is made by Unit- 
ed States Lines that §§ 408 (c) and 
409 [49 USCA §§ 488 (c) and 489] 
necessarily exclude from § 412 [49 
USCA § 492] agreements relating to 
ground or auxiliary services in the 
nature of the solicitation and sale of 
tickets, carrying excess baggage and 
the like. Section 408 (c)* had for its 
primary purpose authorization of an 
air carrier to continue existing ground 
and terminal facilities through separate 
noncarrier agencies which, under 
§§ 408 and 409, would otherwise be 
unlawful without prior administrative 





1§ 412, 49 USCA § 492(a,b). 

“(a) Every air carrier shall file with the 
Board a true copy, or, if oral, a true and com- 
plete memorandum, of every contract or agree- 
ment (whether enforceable by provisions for 
liquidated damages, penalties, bonds, or other- 
wise) affecting air transportation and in force 
on the effective date of this section or here- 
after entered into, or any modification or can- 
cellation thereof, between such air carrier and 
any other air carrier, foreign air carrier, or 
other carrier for pooling or apportioning earn- 
ings, losses, traffic, service, or equipment, or 
relating to the establishment of transportation 
rates, fares, charges, or classifications, or for 
preserving and improving safety, economy, and 
efficiency of operation, or for controlling, regu- 
lating, preventing, or otherwise eliminating 
destructive, oppressive, or wasteful competi- 
tion, or for regulating stops, schedules, and 
character of service, or for other cooperative 
working arrangements. 

“(b) The authority shall by order disap- 
prove any such contract or agreement, whether 
or not previously approved by it, that it finds 
to be adverse to the public interest, or in vio- 
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lation of this chapter, and shall by order ap- 
prove any such contract or agreement, or any 
modification or cancellation thereof, that it 
does not find to be adverse to the public inter- 
est, or in violation of this chapter; except that 
the authority may not approve any contract or 
agreement between an air carrier not directly 
engaged in the operation of aircraft in air 
transportation and a common carrier subject 
to chapters 1, 8, 12, and 13 of this title, gov- 
erning the compensation to be received by such 
common carrier for transportation services 
performed by it.” 

2§ 408 “(c) The provisions of this section 
and § 409 shall not apply with respect to the 
acquisition or holding by any air carrier, or 
any officer or director thereof, of (1) any 
interest in any ticket office, landing area, hang- 
ar, or other ground facility reasonably inci- 
dental to the performance by such air carrier 
of any of its services, or (2) any stock or 
other interest or any office or directorship in 
any person whose principal business is the 
maintenance or operation of any such ticket 
office, landing area, hangar, or other ground 
facility.” 
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approval. We see no reason to sup- 
pose that § 408 (c) was intended to 
exclude all agency agreements between 
an air carrier and another carrier from 
the exercise of the Board’s jurisdiction 
under § 412. 

By our order of January 5, 1948, 
Pan American Airways, Inc., was al- 
lowed to intervene. The affidavit of 
its vice president, J. H. Smith, sets 
forth that the finding of the Board in 
the present proceeding rested on the 
ground that it was not in the public in- 
terest that a transatlantic air carrier 
should place exclusive reliance for sales 
representation in most of the nations of 
Europe on a company engaged in a 
rival form of transportation, rather 
than upon the ground that the agree- 
ment was not working well or that the 
air carrier had not obtained adequate 
substantial econ- 
omies. The affidavit also says that 
because the decision of the Board was 
based upon the broad ground that the 
agreement made it dependent for its 
European business on an agent en- 
gaged in what was or might become a 
rival business, evidence showing a 
large increase of Pan American’s earn- 
ings in the last half of 1947 sought to 
be introduced on a rehearing would 
not affect the result. The affidavit 
further recites that Pan American has 
already made arrangements for new 
agents in place of the United States 
Lines and would be subjected to 
double expenses if there should be 
delay in carrying out the termination 
of the existing lease. 

Whether in the end the continuance 
of the present agency (which in any 
event could be terminated on a year’s 
notice), or the setting up by Pan 
American of new agencies of its own, 


representation at 
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is in the public interest, is a disputed 
question dependent upon such a fore- 
cast of the future as the Board is en- 
titled to make. Likewise, whether the 
United States Lines, which is in a 
competitive position, is the most de- 
sirable agent for Pan American— 
when the agency covers most of 
Europe and would thus affect an 
enormous percentage of Pan Ameri- 
can’s business if that agent should fail 
in diligence or loyalty—is also plainly 
a question for the Board. While it is 
not suggested that failure in either re- 
spect is likely, we think there can be 
no doubt that the decision whether 
to retain an agent exercising such a 
wide authority and subject to possible 
temptation to be more diligent on its 
own behalf than for the benefit of Pan 
American is a matter for decision of 
the Board and not of the courts. 

[8, 4] It is to be remembered that 
the decision by the Board is the result 
of the only hearing had under § 412 of 
the Civil Aeronautics Act as to the 
validity of the agreement. That deci- 
sion promulgated a policy already fore- 
shadowed by the ruling in Pan Ameri- 
can-Matson-Inter-Island Contract, 3 
CAB 540, and in view of the business 
and relations of United States Lines 
and Pan American was within the ju- 
risdiction of the Board. It may not be 
disturbed by this court in the absence 
of any showing of an arbitrary exercise 
of discretion. Securities and Ex- 
change Commission v. Chenery Corp. 
(1947) 332 US 194, 207, 208, 91 
Led 1995, 69 PUR NS 65, 67S 
Ct 1575; Gray v. Powell (1941) 314 
US 402, 412, 86 L ed 301, 62 S Ct 
326. 

The denial by the Board of the peti- 
tion of United States Lines for a re- 
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hearing and the reception of additional 
evidence was made and seems to have 
been justified on the merits but the 
denial occurred subsequent to Decem- 
ber 18, 1947, when the petition to re- 
view the order disapproving the 
agency agreement took effect and after 
this court had acquired exclusive ju- 
risdiction to affirm, modify or set aside 
the orders appealed from pursuant to 
§ 1006 (d) of the Civil Aeronautics 
Act. The strictly canonical procedure 


might have been for any party so de- 
siring to pray this court for an order 
for the return of the record to the 
Board so that it might further consider 
the petition for a rehearing but, as this 
has neither been asked for nor would 
seem to have any real merit, we think 
that the orders of the Board herein 
sought to be reviewed should be af- 
firmed. 

Orders affirmed and petition to re- 
view dismissed. 








WISCONSIN PUBLIC SERVICE COMMISSION 


Re Crestwood Sanitary District 


CA-2609 
February 14, 1948; rehearing denied March 12, 1948 


PPLICATION of water district for authority to render service 
l \ outside of district limits; denied. 


Municipal districts, § 6 — Extension of water district — Power to go beyond 


limits. 


1. There is no statutory authority for a water district’s extending service 


beyond the district limits, p. 125. 


Municipal districts, § 6 — Extension beyond limits — Construction of statute. 
2. The word “town” in a statute relating to outside service by municipal 
utilities may not be construed as including a water district unless the intent 
so to extend the meaning may be fairly inferred, p. 125. 


By the Commission: The Crest- 
wood Sanitary District, a water public 
utility in the town of Madison, Dane 
county, filed an application with the 
Commission on October 20, 1947, for 
authority to transact business as a wa- 
ter public utility outside the limits of 
the Crestwood Sanitary District. The 
purpose of the application was to per- 
mit extension of water service to resi- 


dents of the Glen Oaks-Merrill Crest 
Consolidated Sanitary District and the 
Indian Hills Sanitary District. A no- 
tice of investigation and hearing and 
assessment of costs was issued on Oc- 
tober 27. 


APPEARANCES: R. C. Dubeilzig, 
President, and Harry Joyce, Secretary, 
for Crestwood Sanitary District; W. 
A. Kuehlthau, engineering department, 
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RE CRESTWOOD SANITARY DISTRICT 


and P. A. Reynolds, rates and research 

department, of the Commission staff. 
A memorandum on powers of sani- 

tary districts was filed by the attorney 


for the town of Madison on January - 


30th at the Commission’s request. 
Plans of the applicant have been ap- 
proved by the state board of health. 
Applicant presently serves forty 
customers in its own area which is 
plotted for 200 lots and is located in 
section 19, town of Madison. The 
western boundary of the Crestwood 
Sanitary District is also the western 
boundary of the town of Madison. 
The Glen Oaks-Merrill Crest Consoli- 
dated Sanitary District lies immediate- 
ly east of the Crestwood Sanitary Dis- 
trict, while the Indian Hills Sanitary 
District is about 2,000 feet to the north 
of the consolidated district. Conse- 


quently, there is an intervening strip 


between the sanitary districts which 
will probably become a first addition 
to the Indian Hills area. The Indian 
Hills district is plotted for about 117 
lots. The consolidated district is plot- 
ted for about 331 lots. 

Under § 66.06(12), Statutes, the 
question arises whether a sanitary dis- 
trict may extend service outside its 
limits, 

[1, 2] The Commission does not 
believe there is any authority in the 
statute for a sanitary district’s extend- 
ing water service outside its limits. 


The only basis which is set out by ap- 
plicant is that a sanitary district is a 
town within the meaning of § 66.06 
(12), relating to outside service by 
municipal utilities. While it is true 
that § 370.01 (17) provides that the 
word “town” may be construed to in- 
clude “cities, villages, wards, or dis- 
tricts,” it is also true that under the 
construction given this section the 
word is not to be so construed unless 
found necessary to express the intent 
of the statute. Normally the word 
“town” means town. It may be that 
it is used in a statute in such a way 
as to indicate an intended inclusion of 
other municipal subdivisions, and in 
such cases the definition may be so ex- 
tended. But the intent so to extend 
the definition should be fairly inferred. 
The Commission finds no such intent 
in § 66.06(12). 

The Commission therefore con- 
cludes : 

1. That a sanitary district is with- 
out statutory power to extend water 
service outside its boundaries. 

2. That the application consequent- 
ly must be denied. 


ORDER 


It is therefore ordered: 

That the application of the Crest- 
wood Sanitary District, town of Madi- 
son, Dane county, be and hereby is 
denied. 
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MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


Re Hingham Water Company 


D.P.U. 7768-A 
January 30, 1948 


 gpegpa of order authori 


ing annual and seasonal water 


rate increase; further increase authorized. 


Expenses, § 114 — Income tax — Water company. 
1. The income tax of a water company is a legitimate expense even though 


it is extremely high, p. 127. 


Return, § 46 — Right to earn — Income tax factor. 
2. A water company is entitled to a fair return even though for every dol- 
lar of increased revenue at the tax bracket within which this portion of its 
earnings would fall, 48 cents will be paid to the Federal government under 


the existing tax laws, p. 127. 


Rates, § 32 — Formula for rate making — Commission policy. 


3. The Department has never adopted a rigid rule or theory in arriving at 
fair and reasonable public utility rates, p. 127. 


Return, § 11 — Basis — Capital invested. 


4. It has been the general policy of the Commission in its regulation of 
public utilities to allow rates sufficient to pay a reasonable return on the 
capital honestly and prudently invested, p. 127. 


Rates, § 645 — Scope of proceeding — Managerial policies — Financial history. 
5. The condition, character, financial history, and management policy are 
under review in any investigation of a public utility company’s rates, p. 127. 


Return, § 115 — Reasonableness — Water company. 
6. A water rate increase which would yield a return on the company’s plant 
investment, less depreciation, of more than 4} per cent was deemed unrea- 
sonable in view of existing uncertain conditions, p. 128. 


Return, § 27 — Reasonableness — Dividend requirements. 


7. A rate increase should be sufficient to enable a water company to pay 
a reasonable dividend on its outstanding stock and leave a balance for con- 


tingencies, p. 128. 


APPEARANCES: Gilbert W. Cox, 
for the Hingham Water Company; 
Robert Meserve, for the town of 
Hingham; Gerald E. Bruen, for the 
town of Hull; David H. Stuart, Assist- 
ant Attorney General. 


By the DEPARTMENT: On October 


15, 1947, the Department after sus- 
pension and investigation disallowed 
proposed new schedules of rates and 
charges filed by Hingham Water Com- 
pany to become effective on July 1, 
1947. The order of the Department 
authorized the filing by the company 
of revised schedules of rates and 
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RE HINGHAM WATER CO. 


charges increasing the annual and sea- 
sonal rates $2 per customer per annum 
or per season, The rates as originally 
fled by the company and disal- 
lowed contained estimated annual in- 
creases in gross revenues of $36,718. 
The increases in rates authorized by 
the Department to become effective 
upon filing by the company on No- 
vember 1, 1947, provided for esti- 
mated additional gross revenues of 
$11,800 annually. The revised rates 
have not been filed by the company. 

The company on October 27, 1947, 
filed with the Department a motion for 
rehearing and reconsideration of the 
Department’s investigation and or- 
der on the basis that the order 
“does not permit to the company 
a fair return as required by the 
facts and the law.” The motion 
was granted and, after notice, a pub- 
lic hearing was held by the Depart- 
ment on November 26, 1947. Ex- 


hibits were submitted by the company 
and testimony was given thereon. The 
hearing was closed and the matter was 


taken under advisement. Briefs were 
submitted by the company and by the 
town of Hingham after the close of the 
hearing. 

In its order authorizing the filing 
by the company of rates increasing 
revenues $11,800 annually, the De- 
partment was of the opinion that such 
increase would “provide the company 
with sufficient additional revenues and 
at the same time be fair and reasonable 
to the customers.” 

[1,2] The extent to which the Fed- 
eral tax burden has grown is graphi- 
cally presented in reviewing this case. 
The net income of the Hingham Com- 
pany for Federal income tax purposes 
is estimated to be $30,456 for the year 


127 


1947 based on ten months’ actual fig- 
ures to October 31, 1947, and an es- 
timate of operations for the months of 
November and December. The nor- 
mal Federal income tax on net income 
between $25,000 and $50,000 is at 
present at the rate of 31 per cent plus 
a surtax of 22 per cent or a total tax 
on this income bracket of 53 per cent. 
The Hingham Company benefits to the 
extent of a 9 per cent saving due to 
its earnings being included in a con- 
solidated tax return so that the tax ap- 
proximates 48 per cent of this addi- 
tionable taxable income. An exhibit 
filed by the company shows that $5,- 
690 additional Federal income taxes 
will accrue on the $11,800 additional 
revenue approved by the Department. 
It is unfortunate that this additional 
income would fall within this high 
bracket but it is not within the power 
of the Department or the company to 
change the tax iaws. We have no in- 
tention of entering into the merits of 
such a high rate of tax on the earn- 
ings of a water company. The De- 
partment has no alternative, however, 
but to consider the tax as a legitimate 
expense of the company. The com- 
pany is entitled to a fair return even 
though for every $1 of increased rev- 
enue of the company, at the tax bracket 
within which this portion of its earn- 
ings would fall, 48 cents will be paid 
the United States Government under 
the existing tax laws. 

[8-5] The Department or its pred- 
ecessors have never adopted a rigid 
rule or theory in arriving at fair and 
reasonable rates. It has been the 
general policy in this commonwealth 
in its regulation of public utilities to 
allow rates sufficient to pay a reason- 
able return on the capital honestly and 
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prudently invested. The condition, 
character, financial history, and man- 
agement policy are under review in 
any investigation of a company’s rates 
before the Department. 

The company lays great stress in 
urging a review of the Department’s 
order in that consideration should be 
given to the surplus invested in plant 
of $172,000 and that said surplus 
should be added to the par and pre- 
mium of the outstanding stock in ar- 
riving at the rate base. There is con- 
siderable precedent for the company’s 
contention but as stated above there 
is no rigid rule or theory in arriving at 
fair and reasonable rates. It is a 
matter of law that the surplus belongs 
to the stockholders (Fall River Gas 
Works Co. v. Gas & E. L. Comrs. 
[1913] 214 Mass 529, 102 NE 475). 
Earnings left in the company and not 
paid out in dividends reduce the need 
for new capital to the extent so used. 

[6,7] After reviewing the testi- 
mony and exhibits in the case, the De- 
partment is of the opinion that its 
order of October 15, 1947, should be 
amended and an additional $2 in- 
crease in rates should be granted. A 
$4 increase in rates will provide ad- 
ditional revenues of approximately 
$23,600 but after accrual of the Fed- 
eral income tax only between $12,000 
and $13,000 will result in net earn- 


ings to the company. Such an increase 
will result in earnings available for 
dividends of from $37,000 to $38,000 
based on the estimate of earnings for 
the year 1947 filed at the hearing. 
Earnings of $38,000 will represent a 
return of 5% per cent on the par, pre- 
mium and surplus invested in plant. 
The return of the company on its plant 
investment less depreciation reserve 
will approximate 43 per cent. In view 
of today’s uncertain conditions we be- 
lieve any increase in rates beyond that 
granted herein would be unreasonable. 
The increase should be sufficient to en- 
able the company to pay a reasonable 
dividend on its outstanding stock and 
leave a balance for contingencies for 
which our original order did not pro- 
vide. 

For the reasons pointed out in our 
October 15, 1947, order, it is our judg- 
ment that the increase in rates should 
be distributed uniformly to the cus- 
tomers of the company. 

The company filed five requests for 
rulings of law. In view of the fact 
that we have given due regard to the 
property value including invested sur- 
plus, we deny requests No. 1, 2, 3, and 
4. No. 5, “As matter of law the De- 
partment’s order of October 15, 1947, 
does not establish rates which will 
yield to the Hingham Water Company 
a fair return” is allowed. 
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Industrial Progress 


A digest of information on new construction by pri- 

vately managed utilities; similar information relatin: 

to government owned utilities; news concerning prod- 

ucts, supplies and services offered by manufacturers; 
also notices of changes in personnel. 


Southern California Gas Co. 
Has Large Program 


Te meet the heavy demand for natural gas 
in its territory, Southern California Gas 
Company is spending this year an estimated 
total of $27,266,000 on new construction and 
expansion of facilities, 

Largest expenditure under the construction 
and expansion program will be $11,256,000 for 
mains, meters, and services to supply new cus- 
tomers on the estimated basis of 60,000 such 
customers, 

Another large item is $9,542,000 for distribu- 
tion and transmission system betterments and 
replacements, 


New Model Photoelectric 
Control for Street Lighting 


HE Fisher-Pierce Company, Inc., an- 

nounces the new Series 63300 photoelec- 
tric street lighting control with a capacity of 
3,000 watts of incandescent lamp load. 
Models are available for both 120 and 230 
volts 50-60 cycles. 

The unit is designed to control all types of 
outdoor lighting. Lights are controlled accord- 
ing to preset values of daylight intensity. The 
standard turn-on adjustment is 0.5 foot-candles 
with turn-off at 1.25 foot-candles. Provision is 
made for adjustment of the turn-on from 0.5 
to 4 foot-candles. The turn-off will remain 
approximately 0.75 foot-candles higher than 
the turn-on. 

According to the manufacturer, the elec- 
tronic circuit (also used in the 61300 series) 
has been proved in field use by nearly 400 
utilities throughout this country and abroad. 

Further information may be obtained from 
the manufacturer, Department 37, 70 Ceylon 
Street, Boston 21. 


Montana-Dakota Utilities 
Adds to Facilities 


0 MEET an expanded demand in the 

four Northwestern States it serves, the 
Montana-Dakota Utilities Company is adding 
substantially to both its electric and gas facili- 
ties, 

The construction program authorized for 
1948, including the balance of the cost of proj- 
ects under construction at the start of the year, 
will involve gross expenditures estimated at 
$3,570,000. Of this total $1,440,000 will be for 
gas and $2,130,000 for electric. 


Florida Power Plans to Spend 
$70,000,000 on Construction 


Ti meet expanded tourists’ needs, particu- 
larly in the greater Miami area, Florida 
Power & Light Company may spend $70,000,- 
000 in the period 1948-1951 on new construc- 
tion. Of this amount about $22,000,000 will be 
required in 1948, 


U. S. Rubber Putting Nylon on 
Smallest Electrical Wire 


NITED STATES RUBBER COMPANY is now 
putting nylon on the smallest electrical 
wire ever developed for wiring homes, offices, 
factories, hotels, and other buildings. The ny- 
lon forms a hard shell over the rubber insula- 
tion, giving the conductors better protection. 
he new wire is 30 per cent smaller in di- 
ameter than conventional building wire and 
takes up less room in conduit, permitting the 
use of more conductors. 
The new wire is claimed to be resistant to 








This Sherman Lug 
Is Made to Handle 


Sherman 
Wrought 
° Terminals 


° Here is a heavy duty wrought cop- 


per lug with the strength, weight 
* and construction to do the har 
jobs—handle big loads. Precision 
made, from d . . with 
bd FLAT contact surfaces. For trans- 
formers, circuit breakers and other 
heavy duty electrical equipment. 


Sherman cory duty uss 


H. B. SHERMAN MFG. CO., Battle Creek, Michigan 








Mention the FortnicHtty—It identifies your inquiry 


21 JULY 1, 1948 





INDUSTRIAL PROGRESS—( Continued) 





LARGER 
SURFACES 


for the wrenches make the Penn-Union 
connector more practical—you grip it 
from ANY angle, with ANY kind of 


wrench (box, socket or open-end). 


If you have ever spliced wires and cables 
in real mean locations, you probably are 
a strong "booster" for Penn-Union Con- 
nectors— 


Because you know how much easier they 
are to use in close quarters: Working up 


against a wall . . . squeezing into small 
boxes, to join short ends of stiff wire . . . 
reaching around pipes, and splicing wires 
in dark holes where you can hardly see. 


Developed by 20 years of constant im- 
provement. Accurately made, with rigid 
engineering inspection. Re-usable over 
and over. Can be furnished in Bronze 
or Aluminum. 


Sold by Leading Wholesalers 


PENN-UNION ELECTRIC CORP., ERIE, PA. 
The COMPLETE Line of Conductor Fittings 


PENN-UNION 


leanw~tirwe ' 





gasoline, oil, fire, moisture, acids, and light. 
It will be marketed under the name Neolay 
Type RU in sizes 14, 12, 10, 8 and 6. 


New York State Elec. & Gas Has 
Large Expansion Program 


ca for an expansion program that will 
increase the production capacity of the 
New York State Electric & Gas Corporation's 
130,000-horsepower Westover electric generat- 
ing station to 230,000 horsepower were an- 
nounced recently by William H. McElwain, 
Binghampton division manager. 

The projected expansion at Westover is a 
part of the company’s $63,000,000 new con- 
struction program during the five years end- 
ing in 1952, the largest five-year program in 
the company’s history. 

Other major phases of the program include: 

Completion of the 45,000-horsepower Hick- 
ling Generating Station at East Corning. The 
station will go into operation late this year. 

Scheduled expansions that will double the 
production capacities of Jennison Station, 
Bainbridge, to 90,000 horsepower and Green- 
idge Station, Dresden, to 120,000 horsepower 
in 1950. 

Construction of new substantion and trans- 
mission facilities. 


General Telephone to Spend 
$48,000,000 on Construction 


Province telephone service in 1,042 ex- 
changes in nineteen States, General Tele- 
phone Corporation is spending $48,000,000 this 
year on construction to meet expanded de- 
mand, 

Number of telephones in service has in- 
creased 40 per cent since 1942 to 285,217 as 
of April 30th. 


Niagara Hudson to Construct 
Another Unit at Oswego 


LANS to construct an additional unit at the 

Oswego steam electric generating ‘station 
were announced recently by Earle J. Machold, 
president of Niagara Hudson Power Corpo- 
ration, The addition, constituting a fourth unit 
for the power plant, will have a capacity of 
90,000 kilowatts and is scheduled to go into 
operation in the Fall of 1951. 

With the start of this unit, Niagara Hudson 
will have five large steam electric units under 
simultaneous construction to add a total of 
450,000 kilowatts to the system’s generating 
capacity. The other projects now under way, 
are a third unit at Oswego station; a new 
unit at the Huntley station, Buffalo; and two 
units of a projected four-unit station at Dun- 
kirk, N. Y. The Oswego and Buffalo units 
are scheduled to start producing power in De- 
cember of this year, the Dunkirk plant will 
start adding its output in the Fall of 1950. 

Together, these five units comprise, one of 
the largest power developments under con- 
struction in the country. They are part of a 
125-million dollar long-range program started 
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Public Utilities Fortnightly 


dd to Your Profits by Saving on Maintenance!” 


ysT-OLEUM | 


jrite Today for Your Copy 


This catalog gives facts on how 
to stop rust. We'll gladly send 
a copy to all utility officials. 


The annual bill to industry for loss by rust is $6,000,000,000. 
You contribute a share to this waste if you fail to protect all 
rustable metal in your buildings, power lines, structures, etc. 
Rust-Oleum Rust Preventives will help you to achieve greater 
net profits by a sharp reduction in the cost of maintenance of 
exterior and interior metal surfaces which rust. 


You profit by using Rust-Oleum. It saves labor four ways— 
1. Less preparation is required. 2. Can be applied 25% faster. 
3. Covers 40% more area per gallon. 4. Depending on condi- 
tions under which it is used, Rust-Oleum outlasts ordinary 
materials two to ten times. 


All these savings contribute to increased profits. Rust-Oleum 
adds extra years of life to buildings and equipment. 


Distributors in Principal Cities 
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by Niagara Hudson immediately after the war 
to meet the greatly expanding needs of homes 
and industries, and to provide greater reserve 
capacity, With increased generating facilities 
scheduled to go into operation at the Schoell- 
kopf hydro plants in Niagara Falls in 1949, 
the system power plants now authorized and 
under construction represent the addition of 
nearly half a million kilowatts of capacity by 
1951. In addition, plans have been developed 
for new hydro electric developments in eastern 
and northern New York which will add a fur- 
ther 65,000 kilowatts in capacity. 


Joins Ebasco Services, Inc. 


rose W. Joun, formerly head of the rate 
and economic research department of 
Dallas Power & Light Company, has joined 
the rate department of Ebasco Services In- 
corporated in the capacity of rate consultant. 
Mr. John had been identified in an engineer- 
ing capacity with the Philadelphia Electric 
Company and others prior to 1927 when he 
joined the Dallas Company. 


Self-Powered Centrifugal Pump 
Pump Announced by Hale 


Ao self-powered model FZZ centrifugal 
pumping unit has been announced by the 
Hale Fire Pump Company, Conshohocken, 
Pennsylvania, to meet the need for a portable 
general-purpose unit. Measuring just 
20 7/16 in. x 22 5/16 in. x 25% in., and available 
either with hand carrying frame, a barrow type 
carriage with pneumatic tires, or for stationary 
mounting, the Hale Model FZZ is a complete 
pumping system ready for immediate use. 
Capacity: 60 U. S. gallons per minute at 90 
Ibs. pressure and 150 U.S.G.P.M. at 30 Ibs. 

Typical applications range from use as emer- 
gency fire equipment or high pressure washing 
to pumping water from basements or excava- 
tions, emptying or filling tanks or tank cars, 
construction work, and many others. For fire 
protection purposes, it provides a quick, effi- 
cient means of fighting fire with either foam 
or water before major equipment arrives. It 
is ideal as an auxiliary for pumping into a 
booster tank or direct into suction from any 
source of liquid which a main pumping unit 
cannot reach. 


Linzer Issues Booklet on 
“Pre-treated” Brushes 


Avip Linzer & Sons, INc., have issued a 
booklet entitled “The Story of ‘Pre- 
Treated’ Brushes.” According to the manufac- 
turer, “pre-treated” brushes are processed in 
linseed oil and are ready for use at maximum 
efficiency as soon as taken from the wrapper 
with no breaking-in necessary. Another out- 
standing feature claimed is that because of the 
oil-processed bristles, the brushes may be used 
with water paints, without any chance of be- 
coming “floppy.” 
Various styles and sizes of “pre-treated” 
brushes are covered in the booklet, together 
with suggestions on the proper care of brushes. 


Copies of the booklet may be obtained from 
the manufacturer, 10-20 Astor place, New 
York 3, New York. 


New Fresh’nd-Aire Model 1700 
Air ‘Circulator Introduced 


RESH’ND-AIRE COMPANY, a division of Cory 
F Corporation, Chicago, announced _ their 
new model 1700 air circulator during the re- 
cent Atlantic City Housewares Show. 

This new unit, according to J. W. Wallace, 
Fresh’nd-Aire sales manager, will replace the 
former model 17R, Fresh’nd-Aire Circulator. 
The new unit has a newly designed one piece 
construction plastic propeller and newly de- 
signed all chrome base. According to Mr. 
Wallace, the entire unit is a more compact, 
more easily portable, and more efficient unit 
than the former Model 17R. 


Pounds to Inches Gas Pressure 
Reducing Regulator 


ppmneres regulation characteristics over 
a wide range of inlet pressures is an out- 
standing feature claimed for the new Utility 
Type A Domestic or Service Regulator. 

Designed primarily for major utility com- 
panies’ use as a house regulator, the unit 
serves in many other applications where close 
gas pressure regulation is essential. 

Inlet pressures may vary from 3 to 50 or 
75 pounds, yet the final outlet pressure reduced 
to inches of water column remains almost con- 
stant throughout the entire range. This result 
has been achieved after considerable research 
and development in the field of gas pressure 
regulation. A new bulletin No. U-105, describ- 


ing the regulator, is available from the manu- 


facturer, Utility Regulator Company, Los Am 
geles, California. 
Narragansett Elec. Plans 
New Construction 


N EW construction and reconstruction of 
present facilities as now planned by Nar- 


ragansett Electric Company for the years 1948" 


through 1950 are estimated to cost about $23, 


322,000. Of this total, $10,639,000 will be spe 


in 1948, $7,385,000 in 1949, and $15,300,000 in 
1950. Largest item in the three-y ear program 


$9,231,000 for generating and ete facilities, 


Kansas Gas & Elec. Has Large 
Program Underway 


i ameee Gas & Etectric Company has un- 
der way a construction program for the 
years 1948 to 1950, inclusive, involving an ag- 
gregate expenditure of about $14,350,000, in- 
cluding $740,000 spent in 1947. 

Largest project is the completion of con- 
struction of a 25,000 kilowatt extension to the 
Ripley steam electric station this year and an 
additional 30,000 kw extension in 1950 together 
with improvements at other plants, at a total 
estimated cost of $7,510,000. Other expendi- 
tures involve electric transmission, distribution, 
and building facilities. 
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ittshurghs Store Modernization Caravan 


ed from 


A store-lighting show IN TWELVE ACTS 


HEN the curtains part on this unique presentation by 
“Pittsburgh,” you'll witness one of the best merchan- 
‘dising shows in many a year. For the Pittsburgh Store Mod- 
ernization Caravan—comprising twelve scale-models of dis- 
tinctive store designs . . . presents the latest advances in store 
front and interior designs; the most modern lighting tech- 
niques, Each model is complete in every detail. Actual store 
conditions are simulated in miniature. Exteriors, windows, 
interiors, lighting are faithfully and accurately reproduced. 
A 12-act show-on-wheels, the Pittsburgh Caravan will visit 
practically every important center in the country. This tour 
will cover many months, so advance publicity will tell you 
of its appearance locally. When it reaches your city, you are 
cordially invited to attend this novel and worthwhile exhibit. 


“PITTSBURGH 


STORE FRONTS AND INTERIORS 


PAINTS + GLASS * CHEMICALS * BRUSHES + PLASTICS 


ettrrs BUR GH PLATE ee SOM PAN YT 
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Annval Subscription 


Price 


$43.50 


PUBLICATIONS AND 


Essential to those interested in the public 
industries, their regulation and allied tor 


PUBLIC UTILITIES 
REPORTS 


The national reporting service, 
containing authentic decisions 
of commissions and. courts , 
dealing with the problems of 
utility regulation. Five vol: 
umes a year—$7.50 each. 
Annual Index—$6. 


PUBLIC UTILITIES 
Fortnightly 


A magazine of current opinion 
and news, conducted as an 
open forum and containing 
discussions of firing-line prob- 
lems; also summaries, ancly- 
ses and explanations of day- 
to-day developments. 


SERVIC 


£ 


$15 


Twenty-Si 
Issues a Y 








P.U.R. 


Cumulative 


DIGEST 


The only complete and outhorite- 
tive encyclopedia of Public Service 
law and Regulation. A life-time 
Digest,; kept up-to-date by annvol 
supplements. 








P.U.R. EXECUTIVE 
Information 
Service 
A Weekly Letter from the Ne- 
tion’s Capital, highlighting im- 
portant happenings, trends and 


policies. Reading time: 20 
minutes. 


Quarterly 








$25 Qvarterly 


FEDERAL UTILITY REGULATION ANNOTATED 


SEC 


A brief and pointed digest of 
the administrative rulings of the 
Securities and Exchange Com- 
mission under the Public Utility 
Holding Company Act. issved 
twice each month. 





c 


Current Services 


FPC 


A brief and pointed digest of 
the administrative rulings ‘of 
the Federt! Power Commission 
under the Federal Power Act 
ond the Natural Gas Act. Is- 
sved once each month. 








FEDERAL UTILITY REGULATION ANNOTATED 


VOL. 1 (SEC) 


A tion of the 
Public endl rastding Company 
Act, with the Commission's rules 
and regulations, full index end 
periodical upk pp 








Price: $12 


VOL. 2 (FPC) 


A let: tation of the 
Federal Power Act and the Na- 
tural Gos Act, with the Com- 
mission's rules and regulations, 
full index and periodical up- 
keep supplements. 





Price: $ 








SEE EnaTESEEEEEEt i eeSeEIneeiee 
—_—_—— 


Ten brief questions on vup-to-da' 
problems, answered by the comm 
sions and courts. An easy way for 
busy man to keep informed on 
utility regulation. 


PAUL. 
Question Sheets 
Twenty-Six Issues Annually $10 


Send for our catalogue describing these and other publications 


PUBLIC UTILITIES REPORTS, 


MUNSEY BUILDING l WASHINGTON 4, D. 
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Gm Only Dodge gives you all these features 





lic 


Better Weight Distribution 
By moving the front axle back, and the 
engine forward, more load is carried on 
the front axle, giving much better weight 
distribution, with — to haul more 
payload. 


Shorter Turning Diameters 


You can turn in much smaller circles, both 
right and left, because of a new type of 
“cross-steering;” plus shorter wheelbases 
and wider tread front axles. 


More Comfort and Safety . Chair-height seats. 


1. Plenty of headroom. 6. 7-inch seat adjustment. 
2. Steering wheel right in the driver’s lap. a “‘ Air-O-Ride”’ cushions adj t ble to 
3. Natural, adjustable back support. weight of driver and road conditions. 


WITH THE TRUCK THATS 


iT There’s no need to drive expensive “misfits.” 
Go to your nearest Dodge dealer. Tell him 
what you haul, how much it weighs, and 
where you haul it. He will then recommend a 
Dodge “Job-Rated” truck specifically engi- 
neered and built . . . to fit your job. 


TO FIT YOUR JOB ! Such a truck will have “‘Job-Rated’’ power . . . 
the right one of seven great truck engines. It 
will have exactly the right clutch, transmission, 

truck that fits your job . . . saves money, and rear axle . . . and every other unit . . . to haul 

sts longer. It’s easy to see why. your loads over your roads 

your truck is too big, you waste gas and oil In all, there are 248 basic “‘Job-Rated” chassis 
ying around unnecessary weight. If it’s and body models, engineered for gross vehicle 

0 small, breakdowns run up excessive weights up to 23,000 lbs., gross train weights 

aintenance costs. up to 40,000 Ibs. 


4 ONLY DODGE BUILDS tema” TRUCKS 


Re wg 
1 FRUCKS 


FIT THE JOB... SAVE MONEY 
LAST LONGER 
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CAN YOU BENEFIT 
FROM THESE SPECIALIZED 


Public Utility 


BANKING SERVICES? 


B* “SPECIALIZED” banking services we 
mean simply this. Irving Trust has a separ- 
ate Public Utilities Department. It is staffed with 
men whose practical experience qualifies them for 
service to the utility industry. 

The sole function of this department is to help 
utilities with their particular financial problems 
and assist them in formulating their programs. 

Through this Department, of course, you have 
the benefit of the advice and counsel of the bank’s 
experienced officers—and, needless to say, access 
to all the deposit, loan and corporate agency 
facilities of a large commercial bank. 


TOM P. WALKER 


is our Vice President in charge of this Department. 
Prominent in the top management of utility com- 
panies for over thirty years, he is thoroughly familiar 
with all phases of the industry. 


IRVING “RUST 


NEW YORK 


Capital Funds over $114,000,000 
Total Resources over $1,100,000,000 
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e a LION 
4, Mr. 
be ond 


You can't tam 
wit ChickenTee 








(Case History #65) 


Run-away upkeep costs 
had Mr. Higby in a dither. The 
lion’s share went to maintain his 
building's floors. So he set out to 
tame them by hunting up “good 
buys” in wax and cieaners. Yet the 
lion kept running wild. 


Getting the low-down on Leo You're just Now things purr along With a Legge labor 
pinching his tail, a Legge floor specialist told Mr. saving program and materials that work easier, Mr. 
Higby. Labor takes 75% of your floor dollars; pur- Higby cut payroll time on a typical floor from 64 
chases only 25%.So ‘bargain’ savings are chicken-feed! man-hours to 6. Overall, he now saves a lion-size 32%. 


FREE! THIS BOOK TELLS HOW A 10-minute read: 
TO TAME YOUR RUN-AWAY COSTS pe oy oom 
Knowing your costs is one half the battle. Developing a pod send for it, 
corrective program is the other. The story of how Legge without obligation. 
technicians can help you with both is told in our free book- Clip the coupon to 
let, “Mr. Higby Learned About Floor Safety the Hard , a your letterhead and 
Way.” It describes how these trained men; ig, mail. 

(1) develop a floor maintenance 

program tailored to your needs; 

(2) teach your staff scientific, a 

(3) give you polished, Non-Slip 11 West dnd St, Mow Yor 

floors at savings as high as 82%. | 360 N. Michigan Ave, Chicago |, 

1 Gentlemen: 
Please send me your free book, 

0 WON-SL/PF1\00R MAINTENANCE — 


— 
WALTER G. LEGGE COMPANY, ime. Sage 


T of Floor. 
New York » Boston » St. Louis » Chicago + Houston + Seattle + Cleveland + th 
tes Angeles» Werhington, .€. © Denver © Rochester + Pittsburgh + Detroit por Area __q. ft. pie 
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Exide Central Station Batteries 
ARE DIFFERENT... with the unique 
manchester positive plate... . 


The Exide Battery with the manchester positive plate 
is power packed. That’s because this plate is of unique 
lead button construction. The buttons . . . rolled strips 
of corrugated soft lead . . . are forced into holes of a 
special lead-antimony grid. Forming action expands 
the buttons and locks them securely in place. The re- 
sult . . . tremendous reserve power, long life, trouble- 
free performance. 


Exide Batteries have earned the confidence of en- 
gineers everywhere. Their widespread use for con- 


; trol bus operation and other storage battery tasks 
is proof of their dependability, long life and low- 
cost maintenance. 


Wha b b be, 
BATTERIES Suid anghoeers til be shed Soto yon enbro tijen 


1888... Dependable Batteries for 60 Years ...1948 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 














Tue American Arppraisat Company 
ORIGINAL COST STUDIES «e VALUATIONS « REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
aad other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 
Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








Fi ford, Bacon & Davis 


a * 
aD VALUATIONS Eng CONSTRUCTION 
REPORTS Meers RATE CASES 

NEW YORK @ PHILADELPHIA @ CHICAGO e LOS ANGELES 











GILBERT ASSOCIATES, Inc. 


SPECIALISTS 


ENGINEERS 
Sceam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 2. -rssing and Expediting, 
Rates, Research, Reports, 


Designs and Construction, : s7353 . 
Operating Betterments, Serving Utilities and Industrials Personnel Relations, 


Inspections and Surveys, Reading e Philadelphia Original Cost Accounting, 
Feed Water Treatment. Washington © New York Accident Prevention, 
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FREDERIC R. HARRIS, INC. 
FREDERIC R. HARRIS ENGINEERING CORPORATION 
FREDERIC R. HARRIS FREDERICK H. DECHANT 
ENGINEERS 


Reports Designs Management 
NEW YORK 
Atlanta Knoxville Philadelphia San Francisco 











HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE ° COLUMBUS, OHIO 





Woe hu ljia n 4 Coypoudton 


ENGINEERS : CONSTRUCTORS 


1200 N. Broad Street 


ew 








WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 
Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 
Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 
57 WILLIAM STREET NEW YORK 














N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & OOMPANY) 


REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 
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Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND SPECIALISTS IN 
OPERATING ENGINEERS 2 ACCOUNTING, FINANCING, RATES, 
PURCHASING INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET 2 CHICAGO 4, ILLINOIS 





m Complete Services for GAS and ELECTRIC Utilities 
DESIGNING + eNoineraine « constaucion TD EE LAG 


lants Additions r installations 
~d to » 


jell’ anemic ENGINEERS * CONSTRUCTORS * MANUFACTURERS 








SANDERSON & PORTER Sap 


ENGINEERS 
AND 
CONSTRUCTORS 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, lil. 








E. A. STEINBERGER 


Consulting Valuation Accountant and Engineer 


Depreciation Studies, Original Cost Accounting, 
Valuations and Unitization of Gas Properties. 


Member 
The National Society of Professional Engineers and The Technical Valuation Society, Inc. 
1309 Liberty Bank Bullding Dalles 1, Texas 











The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports—Appraisals 


Consulting Engineering 
80 BROAD STREET NEW YORK 4, N. Y. 
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ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 

Water, and Industrial Waste Problems 

Airfields, Refuse Incinerators, Industrial Bulidings 

City Planning, Reports, Valuations, Laboratory 


1528 WALNUT STREET PHILADELPHIA 2 


LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatie St., Cricaco 














BLACK & VEATCH 
CONSULTING ENGINEERS 
Appraisals, investigations and _ re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


ROBERT T. REGESTER 


Consulting Engineer 


Hypravutic Strucrures — UTiities 
FLoop Contro: — Water Works 


Baltimore Life Bldg. Baltimore 1, Md. 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


A. S. SCHULMAN ELEctric Co. 


Contractors 
TRANSMISSION LINES—UNDERGROUND DistTRri- 


BUTION — Power STATION — INDUSTRIAL — }- 


COMMERCIAL INSTALLATIONS 


537 SoutH DEARBORN St. Cricaco 











W. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 


SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 


CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 














Francis S. HABERLY 
CONSULTING ENGINEER 


Valuation — Depreciation — Service Life 
Studies — Comstruction Cost Indexes — 
Reports 


122 SoutH MICHIGAN AvENUE, CHICAGO 


MANFRED K. TOEPPEN 
ENGINEER 
CoNSULTATION—INVESTIGATION—REPORTS 


MARKET AND MANAGEMENT SURVEYS 
VALUATION, DEPRECIATION AND RATE 


ATTERS 
639 South Spring Street, Les Angeles 14, Calif. 
ana 
261 Broadway, New York 7, N. Y. 











JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 


BOSTON NEW YORK 


WESTCOTT & MAPES, inc. 


ARCHITECTS & ENGINEERS 


INVESTIGATIONS ¢ REPORTS 
DESIGN °¢ SUPERVISION 
New Haven, Connecticut 














JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in conn nm with 
rate inquiries, » fixed capital 
reclassification, o cost, security 








Representation in this Professional Directory 
may be obtained at very reasonable rates. 
Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
ublic Utilities Fortnightly 
309 Munsey Building 
Washington 4, D. C. 
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CLEVELANDS 


MAKE YOU MONEY FROM THE worD GO 
ON YOUR TRENCHING JOBS... 


Mm WATER 
Ml SEWER 

| @ CONDUIT 
@ CABLE 
Ml DRAINAGE 


@ BUILDING 
FOUNDATIONS 


Gecause- CLEVELANDS’ Dependability —Versatility — Speed —Power— 
Stamina—Mobility and Ease of Control assure maximum perform- 
ance day after day under every conceivable condition of soil and 
terrain. You'll find too that CLEVELANDS’ low fuel and maintenance 
costs add to their all ‘round value. From the profit angle you'll 


certainly find CLEVELANDS a top investment. 


THE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE . CLEVELAND 17, OHIO 
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